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",:Mark'eted Product Portfolio

Partnering with Tier-One Pharmaceutical Companies

"SCI CLONE®
ﬁm ZADAXIN

Xatral

Perenan

Depakine
Stilnox

Tritace

Rulide
Holoxan

Beaxtewr
Mesna

Endoxan

HBV, HCV, cancer adjuvant vaccine enhancer, immunostimulant
Bemgn prostatic hyperplasia (BPH)

Behavioral and psychological disorders including symptoms and signs of mental
deterioration, acute cerebrovascular disease, peripheral vascular disorders

Seizures, bipolar disorder
Short-term treatment of insomnia

Hypertension, mild-to-moderate heart failure following acute myocardial
infarction and non-diabetic nephropathy, prevention of myocardial infarction,
stroke or cardiovascular death in patients with an increased cardiovascular risk
or in diabetic patients

Bronchitis, pneumonia, tonsillitis, sinusitis, otitis media, urinary infection, skin
infections, respwatory tract infections and soft tissue infection

Bone and soft tumors, 1\/mphoma lung cancer, cerv1cal cancer, ovarian cancer,
testicular cancer and children’s solid tumors, bladder cancer, head and neck cancer
and breast cancer

Urotoxicity (combined with ifosfamide)

Breast cancer, lymphoma, ovarian cancer, small cell lung cancer and sarcoma

Farfutal
Methotrexate

Daunoblastina
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Breast cancer, carcinoma of the endometrium, prostate cancer and renal cancer
Acute leukemia, osteosarcoma, breast cancer

Children’s acute lymphoblastic and adults’ acute myeloid leukemia,
rhabdomyosarcoma
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Stomach and intestine cancers

Acute coronary syndrome
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, . ’Stréi’égip‘aﬂy, the most important accomplishment was the éor’nbléﬂ onof
ansition from a typical biotéchnblog&xcampany t0 a US-based. China-focused _spec'iya'!t/\/1'phafm'acem cal
‘vdvnvvénvb'y ‘tﬁé/écquiéj’/[ioh and successful integration of NovalVied Pharmaceuyticéls. This k’eny .
v(v;;'achjevvemeht é:ig/mﬁcé'ntly expanded our management depth; our:portfolio of marketed and
| p:e!ihe pféducts and oﬁr’/bommercia! capabilities. Today, we have a combined sales force of imore than
B850 vsvalvévsv’préfes‘sionals,/in(/:luding approximately 100 representatives newly hired inthe fourth:quarter of
/TT:and early 2012. Thi/s éxperienced and talented team of professionals is implementing our strategy of
ehsﬁrating more widely and deeply into the China market to reach more large and mid-size -hospitals-and
;morév hospital departments, as well as to expand to more geographies within China. Their well coordinated

nd well executed performance drove sales of ZADAXIN®, Depakine® and our other marketed products in

wChin'a:énd ensured the strong top and bottom-line growth we achieved in 2011,

For the last three years, SciClone has delivered more than 30% revenue growth on a compounded basis,
hcr‘eaSed its profitability annually and its penetration of the China drug market. This growth has been led
',vb})jouk flagship product, ZADAXIN. In 2011, sales of ZADAXIN grew 23% and surpassed the $100 million

e — an impressive showing which exceeded the overall growth rate in the China pharmaceuticals
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N'on~GAAP Earnings Per Share!!

$0.70
$0.60
$0.50
$0.40
$0.30
$0.20
$0.10

2008 2009 2010 2011 2012E

2008 2009 2010 2011 2012E

" Non-GAAP financial measures exclude employee stock-based compensation,
contingent consideration, amortization of acquired intangible assets, and
acquisition-related costs. See our press release and our Form 8-K dated
March 13, 2012 for GAAP informatior and a reconciliation of GAAP to
non-GAAP earnings per share

Tritace® is an ACE inhibitor for the treatment for hypertension, a major cardiovascular market,

And, Stillnox® is a fast-acting hypnotic for the short-term treatment of insomnia (marketed as Ambien®
in the US).

In addition, Aggrastat®, licensed from Iroko Cardio LLC, is a recently launched intervention cardiology
product with very large market potential, as stent procedures are increasing significantly in China.
Aggrastat is the only imported entrant in this growing market in which the only other competitors are local

generic manufacturers.

We believe that all of these products represent market-leading or high growth potential opportunities

which, together with ZADAXIN, will continue to fuel SciClone’s future revenue growth.

Our China development pipeline includes highly attractive product candidates that span importan

‘therapeutic areas and that have significant commercial promise. We are pleased to report that we re

2 r'ecei,ved notification of the approval of Tramadol for use in the treatment of moderate-to-sev
Iodl{'fbrward to advancing additional pipeline products, including DC Bead as the next prod ic
Qb'otzén‘tiaily receive-approval.

he bréadfh_'"df our marketed and pipeline product portfolios and the commercial success

potential o"f'ou"r’broad portfolio of marketed products. Our commercial succes
ontrols and business practices and our ability to advance prddu@ts through th

essin China, are dif{ferentiarﬂn’g uel'it;/es\th’é
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2012 National Sales Me

Today, SciClone has a talented
and experienced team of more
than 850 sales professionals
focused on implementing our
strategy.of penetrating more
widely and deeply into the
China market: :

_ We believe that SciClone’s business prospects for 2012 are very bright, and that we have the potential to
deliver another strong year of growth and financial performance. With continued focus on sales of ZADAXIN
and our other marketed products, especially Depakine and Aggrastat, we have confidence in our ability to
delivera performance that meets or exceeds the China growth rate. The top and bottom-line guidance we have
provided for 2012 takes into consideration the anticipated price reduction for ZADAXIN and Aggrastat by the
- China government which should take place this year. We will continue to meet the high expectations of our
customers; patients and medical professionals while operating with high standards of compliance and controls,
and believe that our focus on internal controls and business practices represent major competitive advantages
vk'vfor our Company. In keeping with our position as a partner of choice in the China market, we will continue to
'vovbpgrtunistically look for in-licensing opportunities that represent significant commercial additions to our portfolio
'h,vthe‘; near.and mid-term. Toward that end, we plan to seek products that are already approved or are in late-stage

vdevekopment, and thatare branded, well differentiated and have a clear pathway to regulatory approval in China

portand interest. We truly believe that our Company has unique value. We are a high growth,

”a 'Q¢u$,ed organization with strong fundamentals, an established and expanding business in the
ing.pharmaceutical market and a proven track record of delivering impressive revenue,
ing\s\\growth. We are confident that we have put the right strategies, management talent

lace to continue to capitalize on the significant growth opportunities inherent in the China

>
. ‘g‘_%( 1 l-positioned to build on this growth trajectory in 2012, We look forward to keeping you
M{W ,uﬁ»/:/’\ ek rinn .
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Partner, Atlas Venture

Friedhelm Blobel, Ph.D.
President and Chief Executive Officer,
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CORPORATE HEADQUARTERS

SciClone Pharmaceuticals, Inc.
950 Tower Lane, Suite 900
Foster City, CA 94404-2125
T: 650.358.3456 or
800.SCICLONE
Fax: 650.358.3469

WEBSITE

You can obtain recent press releases and
other corporate information by visiting
SciClone's website at www.sciclone.com

ADDITIONAL INFORMATION

If you need additional assistance or
information regarding the Company, or
would like to receive a free copy of the
Company's 10-K or 10-Q reports filed with
the Securitites and Exchange Commission,
please contact our Investor Relations
department at 650.358.1447 or send an
e-mail message to:
investorrelations@sciclone.com

COMMON STOCK LISTING

SciClone's common stock trades on the
NASDAQ Stock Market LLC® under the
symbol SCLN.

TRANSFER AGENT

Communications concerning transfer
requirements, lost certifications, changes of
address and other similar inquiries should be
directed to SciClone's transfer agent:

Computershare

480 Washington Boulevard

Jersey City, New Jersey 07310-1900
T. 877.897.6928

Email: shrrelations@bnymellon.com
www.bnymellon.com/shareowner/
equityaccess

INDEPENDENT AUDITORS
Ernst & Young LLP

LEGAL COUNSEL
DLA Piper LLP (US)

ANNUAL MEETING

The Annual Meeting of Stockholders will

be held on June 7, 2012 at 10 am PT at

the Marriott San Mateo/San Francisco
Airport, 1770 S. Amphlett Blvd., San Mateo,
CA 94404. Detailed information about

the meeting is contained in the Notice of
Annual Meeting of Stockholders and Proxy
Statement sent with a copy of the Annual
Report on Form 10-K to each stockholder of

TRADEMARKS

Ambien, Depakine, Stilnox and Tritace are
registered trademarks of Sanofi and/or its™
affiliates.

Aggrastat is a registered trademark of
Medicure International Inc. in the United
States, and Iroko Cardio LLC in numerous
other countries.

DC Bead is a registered tradem'ark of
Biocompatibles UK Limited.

SciClone, SciClone Pharmaceuticals, the
SciClone Pharmaceuticals design, the
SciClone togo and ZADAXIN are registered
trademarks of SciClone Pharmaceuticals,
Inc. in the United States and numerous
other countries.

FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking

statements regarding expected financial results and

expectations. These forward-looking statements

are based on the Company’s current expectations, i
estimates and projections about the Company'’s ;
business, industry, management's beliefs and certain
assumptions made by the Company. Words such as
“anticipate,” “expect,” “intend,” “plan,” “believe”
or other similar expressions are intended to <
identify forward-looking statements including those
statements we make regarding our future financial
results, anticipated product sales of current or !
anticipated products; the sufficiency of our resources
to complete clinical trials and other new product
development initiatives; government regulatory
actions that may affect product reimbursement;
product pricing or otherwise affect the scope of

our sales and marketing; the timing and outcome

of clinical trials, prospects for ZADAXIN® and our
plans for its enhancement and commercialization;
future size of the worldwide hepatitis B virus and
hepatitis C virus and other markets; research and
development and other expense levels; the ability of. -
our suppliers to continue financially viable production
of our products; cash and other asset levels; the
allocation of financial resources to certain trials and
programs, and expenses related to litigation and
regulatory investigations. These statements are.not
guarantees of future performance and are subject
to certain risks, uncertainties and assumptions. th:
are difficult to predict. Therefore, our actual resul
could differ materially and adversely from those
expressed in any forward-looking statements as
result of various factors including, but not limjte
those described under the caption ",Fjiskl_:ac
the Annual Report on Form 10-K. Please alse
to other risks and uncertainties describé
Company's filings with the SEC. All for
statements are based on informa
available to the Company-and the
no obligation to revise or.updafe:
forward-fooking statemyer}t
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SECURITIES AND EXCHANGE COMMISSI%N
Washington, D.C. 20549 SEC

1 Mail Processing
FORM 10-K Section

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934 MAY 0 120 12
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[0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
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Commission file number 0-19825

“SciClone Pharmaéeuticals, InC_. |
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Washington pe -
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Securities registered pursuant to Section 12(g) of the Act:
None :

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes [] No . '

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes [] No [X ' _ o ,

Indicate by check mark whether the Registrant (1) has filed all feports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days. - Yes [} - No [] , i

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). . Yes [X] No Dg

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (8229.405 of this chapter) is not
contained herein, and will not be contained, to'the best of Registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part HIof this Form 10-K or any amendment to this Form 10-K. :

Indicate by check mark whether the registrant is alarge accelerated filer, an-accelerated filer or a non-accelerated filer, or a smaller
reporting company. See definition of “large accelerated filer,” “accelerated filer” and “smaller reporting company’” in Rule 12b-2 of the
Exchange Act (Check one): i

Large accelerated filer [ ]  Accelerated filer Non-accelerated filer [_] Smaller Reporting Company [_]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yes [] No

The aggregate market value of the voting stock held by non-affiliates of SciClone Pharmaceuticals, Inc. was approximately
$328,809,000 as of June 30, 2011, based upon the closing price of SciClone Pharmaceuticals Inc.’s Common Stock on The NASDAQ
Global Market of the NASDAQ Stock Market Inc. on such date. Shares of Common Stock held by each executive officer and director
have been excluded from the calculation because such persons may be deemed to be affiliates. This determination of affiliate status is
not necessarily a conclusive determination for other purposes.

As of March 3, 2012, there were 57,847,367 shares of the Registrant’s Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE
Part III incorporates by refererice from the definitive proxy statement for the Company’s 2012 Annual Meeting of Stockholders to
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Report on Form 10-K (the “Proxy Statement”).
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NOTE REGARDING FORWARD-LOOKING STATEMENTS:

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A
of the Securities Actof 1933, as:amended, and Section 21E of the Securities Exchange Act of 1934, as amended.
These forward-looking statements are based on our current expectations, estimates and projections about our
business, industry, mianagement’s beliefs and certain assumptions made by us. Words such as “anticipate,”
“expect,” “intend,” “plan,” “believe” or similar expressions are intended to identify forward-looking statements
including those statements we make regarding our future financial results; anticipated product sales of current or
anticipated products; the sufficiency of our resources to complete clinical trials and other new product
development initiatives; government regulatory actions that may affect product reimbursement, product pricing
or otherwise affect the scope of our sales and marketing; the timing and outcome of clinical trials; prospects for
ZADAXIN® and our plans for its enhancement and commercialization; future size of the worldwide hepatitis B
virus (“HBV”) and hepatitis C virus (“HCV”) and other markets; research and development and other expense
levels; the ability of our suppliers to continue financially viable production of our products; cash and other asset
levels; the allocation of financial resources to certain trials and programs, and expenses related to litigation and
regulatory investigations. These statements are not guarantees of future performance and are subject to certain
risks, uncertainties and assumptions that are difficult to predict. Therefore, our actual results could differ
materially and adversely from those expressed in any forward-looking statements as a result of various factors
including, but not limited to, those described under the captlon “Risk Factors” in this Annual Report on Form
10-K. We undertake no obhgatan to revise or update pubhcl_y any forward-looking statements for any reason.

PART1

Item 1. Business
OVERVIEW

SciClone Pharmaceuticals NASDAQ: SCLN) is a revenue-generating, profitable, United-States (“US”)-
based, China-focused, specialty pharmaceutical company with a substantial commercial business and a product
portfolio of therapies for oncology, infectious diseases, cardiovascular, urological, respiratory, and central
nervous system disorders.;We are focused on continuing international sales growth through our strong sales and
marketing efforts and growing our profitability. Our business and corporate strategy is focused primarily on the
People’s Republic of China (‘‘China”) where we have built a solid reputation and established a strong brand -
through our many years of experience marketing our lead product, ZADAXIN. We believe our strengths position
us to benefit from the expansion of the pharmaceutical market in China. We believe China will rank second
among global pharmaceutical markets by 2016, with projected annual growth rates of 15-20% or more annually
over the next several years. We seek to grow:sales of our current product portfolio in the region while we
leverage our strong balance sheet for future acquisitions and product in-licensing.

We acquired NovaMed Pharmaceuticals, Inc. (“NovaMed”) on April 18, 2011, and our results of operatlons
include the operations of NovaMed as of that date forward. We believe the NovaMed acquisition positions us as
a leadlng specialty pharmaceutlcal company in China, with key pharmaceutical assets, new therapeutlc areas of
focus, an expanded management team, and a larger and stronger commercial infrastructure, including a combined
sales force of over 850 sales professionals. We aim to expand our presence in China by increasing revenues from
our key products, by in-licensing additional products, and by expanding our sales force to further penetrate the
market. Our broadened portfolio has 16 marketed products and spans major therapeutic areas including oncology,
infectious diseases, cardiovascular, urological, respiratory and central nervous system disorders. The acquisition
increased our portfolio of commercial and development stage products through exclusive licensing and
promotion agreements with a number of leading pharmaceutical companies. : :

We have two categories of revenues: “product sales revenues” and “promotion services revenues”. Our
product sales revenues result from our proprietary and in-licensed products, including our lead product,

3



ZADAXIN, and products from Pfizer Inc. and Iroko Pharmaceuticals LLC. ZADAXIN, has the highest margins
in our portfolio as it is a premium proprietary product sold exclusively by SciClone. Aggrastat®, an in-licensed
product which we recently began selling in China, also has higher margins than our promoted products and we
expect that revenues from this product will grow significantly as it further penetrates the China market: In
addition, we anticipate that new marketed products, when and if introduced, such as: DC Bead®, Tramadol®, and
ondansetron RapidFilm®, will increase the future revenues and profitability of our growing pharmaceutical
business in China over the coming years. Our “promotion services revenues” result. from fees we receive for
exclusively promoting products from certain partners including Sanofi and Baxter International, Inc.in China.
We recognize promotion services revenues as a percentage of our collaborators’ product sales revenue for-our
exclusively promoted products such as Depakine®, Stilnox®, and Tritace®. Over time, as additional proprietary
or in-licensed products come to the market, we expect our product mix will shift towards those hrgher margin
products 3 :

Schlone s ZADAXIN (“thymalfasin”) is approved in over 30 countries and may be used for the treatment
of HBV, HCV, as a vaccine adjuvant, and certain cancers according to the approvals we have in these countnes
In China, thymalfasin is also included in the treatment guidelines issued by the M1n1stry of Health (“MOH”) for
liver cancer. To continue to grow ZADAXIN sales to China, our sales force is focused on increasing sales to the
country’s largest hospitals (class 3 with over 500 beds) as well as midsize hospltals (class 2). These hospitals
serve Tier 1 and Tier 2 cities located mostly in the eastern part of China which are the largest and generally have
the most affluent populations. ZADAXIN’s list price in China is currently under review by regulatory authontres
We anticipate that a price reduction may occur, and if a substantial reduction in the list price occurs, our revenues
and gross margins for ZADAXIN would be substantially reduced. The timing and extent of a ZADAXIN price
reduction is unknown.

SciClone’s marketed portfolio also includes Depakine, the most widely prescribed broad-spectrum anti-
convulsant in China; Tritace, an ACE inhibitor for the treatment of hypertension; Stilnox, a fast—acting hypnotic
for the short-term treatment of insomnia (marketed as Ambien® in the US); and Aggrastat, an intervention
cardiology product launched in 2009. SciClone is also pursuing the registration of several other therapeutlc
products in Ch1na )

We continue to look for in-licensing opportunities-of approved or late-stage, branded well drfferentrated
products that, if not yet approved, have a clear regulatory approval pathway in China based on an existing
regulatory approval outside of China. Our preference is to in-license high margin products that can augment our
product sales revenue category, and we continue to explore opportunities to optimize our promotion services
revenues category. We are also working on the final stage of the regulatory approval in China for our in-licensed
candidate DC Bead, and 'on the approval process for our other product candidates, all of which are in clinical
trials or-in other stages of the regulatory approval process in China. We recently received notification of the
approval of Tramadol for use in the treatment of moderate to severe pain. See Part I, Item 3 “Legal Proceedings™
regarding the status of our agreement with MEDA Pharma GmbH & Co. KG regarding Tramadol and other -
products in development.

, Dunng 2011 we were developing SCV- 07 in a phase 2b clinical trial for the delayed onset of oral mucositis
(“OM”) in patients with head and neck cancer treated with chemoradlatlon On March 2, 2012, we announced the
discontinuation of this clinical trial based on the pre-planned interim analysis results that indicated the trial
would not meet the pre- specified efficacy endpomts and our intention to further curtail our US -based
development efforts.

The US Securities and Exchange Commission (“SEC™) and the US Department of Justice (“DOJ”) are each
conducting formal investigations of SciClone regarding a range of matters including the possibility of violations
of the Foreign Corrupt Practices Act (“FCPA”). We will continue to cooperate fully with the SEC and DOJ in the
conduct of their investigations. In response to these matters; our Board appointed a Special Committee of
independent directors (the “Special Committee™) to oversee our response to the government inquiry. The Special
Committee has substantially concluded its investigation and on May 4 and 5, 2011 reported its findings and -
recommendations to the Board of Directors. As part of its continuing cooperation with:the ongoing investigation
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of the SEC and the DOJ, the Special Committee has also reported findings to the SEC and DOJ. The SEC’s and
DOJ’s formal investigations:are continuing: These continuing investigations could result'in administrative orders
against us, the imposition of significant penalties and/or fines against us, and/or the imposition of civil or -
criminal sanctions-against us or certain of our officers, directors and/or employees. We cannot predict what the
outcome of those investigations will be, or the timing of any resolution. Refer to Footnote 16 “Other Corporate
Matters”, Part I, Item 3 “Legal Proceedings” and to Part II, Item 9A “Changes in Internal Controls” in this Form
10-K for further information regarding the investigation and remedial measures, related lmgatlon and the
material weaknesses we have remediated. :

SciClone Pharmaceutlcals, Inc. was organized in 1990 as a California corporation and reincorporated in
Delaware in 2003. Our corporate headquarters are located in Foster City, California. For information about our
revenues from external customers, measures of our profit and loss, our total assets and. other financial matters;,
you should read our Consolidated Financial Statements provided in Part II, Item 8 of this Form 10-K.

BUILDING A LEADING INTERNATIONAL PHARMACEUTICAL BUSINESS
Our Establlshed Busmess in Chma

In China, we have an established business with growing product revenue and positive cash flow. We are
committed to building on this base and introducing additional pharmaceutical products to meet the country’s
evolving healthcare needs. China state leaders have agreed to-a new health care reform plan which, among other
things, is seeking to expand patient access to pharmaceuticals. We believe the China pharmaceutical market may
grow between 15% and 20% annually over the next several years. - :

. ‘We Jaunched ZADAXIN in Ch'irla in 1996 and by 2011 our annhal worldwide sales of this product reached
more than $100 million, 97% of which was sales to China. Today, ZADAXIN is one of the largest imported
pharmaceutical products in China, measured by revenue. We estimate our volume market share of thymalfasin is
approximately 15%. Over the last decade, SciClone China has established a sales and marketing organ1zat10n and
strong importation relationships with distribution channels which have famhtated strong growth in sales,
profitability, and substantial cash flow. Through our sales organization of more than 850 sales professionals, we
believe we have developed a good reputation and relationships with physicians and administrators in over 500
hospitals in the major cities in China. We have built a strong commercial presence in liver disease, cancer and the
intensive care setting. We are expanding geographically in China to position the Company for further growth.
ZADAXIN has strong brand recognition and is positioned as a high-quality, imported product. ZADAXIN is
approved in China for the treatment of HBV and for use as a vaccine adjuvant. It is also included in the treatment
guidelines issued by the MOH for livet cancer. In China, orders for ZADAXIN are filled largely by distributors -
and sub distributors which purchase ZADAXIN from our selected, estabhshed government- hcensed importing
agents. »

China accounted for approximately 97%, 96%, and 96%, respectively, of our net revenues for the years
ended December 31, 2011, 2010 and 2009. In 2011, SinoPharm Lingyun Biopharmaceutical Company Ltd.
(formerly known as Shanghai Lingyun Pharmaceutical Company Ltd.), Sanofi-Aventis S.A. and Guangdong
South Pharmaceutical Forei‘gni Trade Company Ltd. accounted for 61%, 15% and 14% of our net revenues, ‘
respectively. In 2010, Shanghai Lingyun Pharmaceutical Company Ltd. and Guangdong South Pharmaceutical
Foreign Trade Company Ltd. accounted for 74% and 14% of our net revenues, respectively. In 2009, Shanghai
Lingyun Pharmaceutical Company Ltd. and China National Pharmaceutical Foreign Trade Corporation
(“Sinopharm”) accounted for 66% and 27% of our net revenues, respectively. No other customers accounted for
more than 10% of our net revenues in those periods. Sinopharm Group Co. Limited acquired a majority interest
in two of our large importers, Shanghai Lingyun Pharmaceutical Company Ltd..and Guangdong South
Pharmaceutical Foreign Trade Company Ltd. We do not believe these acquisitions will impact our sales. As of
December 31, 2011, approximately $38.4 million, or 90% of our accounts receivable were attributable to four
customers in China.

The Chinese government'is increasing its efforts to reduce overall health care costs, including pricing
controls on pharmaceutical products. Individual provinces in China and, in some cases, individual hospitals can
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and have established pricing requirements for a product to be included on formulary lists. In some cases, these
prices -have been significantly lower than the prices at which our distributors have been selling ZADAXIN, in
which case we have been removed from formulary lists, which consequently has reduced: sales to-certain
hospitals and could adversely affect.our future sales. The process and timing for-any price restrictions is
unpredictable. In addition, we are aware that ZADAXIN may be.used on an off-label basis, and the Chinese
government’s pricing, reimbursement or other actions might reduce such uses. We are working on these
regulatory processes as well as on potential changes in our business model depending on potential outcomes. We-
believe we will be able to successfully manage our business in China through this process. If a substantial
reduction in the sale price to hospitals occurred, however, our gross margins would be substantially reduced.

International Sales and Marketing -

ZADAXIN is approved in over 30 countries, primarily in China, the Pacific Rim, Latin America, Eastern’
Europe, and the Middle East. ZADAXIN’s approvals are principally for the treatment of HBV and as a vaccine . -
adjuvant, with additional approvals in certain countries for the treatment of HCV or as a chemotherapy adJuvant
for cancer patients with weakened immune systems. We sell ZADAXIN in various international markets through
our wholly owned subsidiary, Sc1C10ne Pharmaceut1cals Internanonal Ltd: (“SPIL”)

SPIL is registered in the Cayman Islands and its prmc1pa1 office is in Hong Kong. SPIL orders ZADAXIN
from our European manufacturer and contracts with a third party for the storage of our finished goods inventory
at warehousing facilities in Hong Kong. SPIL then distributes our product worldwide from these warehousing -
facilities based on purchase orders from our customers. Under our established distribution arrangements local
importers and distributors are respons1ble for the importation, mventory, d1str1but10n and invoicing of ZADAXIN
after 1mportat10n

Product sales of $104.8 million, $85.1 ‘million, and $72. 4 rmlhon for the years ended December 31 2011
2010 and 2009, respectively, were from sales of ZADAXIN. .

Sc1Clone’s Lead Product ZADAXIN (Thymalfasm)

ZADAXIN is 801C10ne s.synthetic preparation of thymalfasm sc1ent1ﬁcally referred to as thymosm alpha 1,
a thymic peptide which circulates in the blood naturally and is instrumental in the immune response to certain .
cancers and viral infections. Published scientific and clinical studies have shown that thymalfasin helps enhance -
response to vaccines, and to stimulate and direct the body’s immune response to eradicate infectious diseases,
such as HBV and HCV, as well as certain cancers. Thymalfasin appears to be well tolerated with few reports of
signiﬁcant side effects or toxicities associated with its use.

Thymalfasin elicits a variety of ifhimune system responses. Acting on intracellular signaling pathways,
thymalfasin increases the Th1 subset of T-helper cells, which leads to a boost in production of antibodies in
response to vaccines, and assists with' ﬁghtmg invading viruses and cancers. Thymalfasin also results in
decreased CD-4 cell differentiation into the Th2 subset of CD-4 helper cells that produce cytokines, such as IL-4,
which are associated with persistence of viral infection, and stimulates several other components of the immune
response that help the ‘body attack and kill virally-infected or tumor cells.

Thymalfasin for Enhancement of Response to Vaccines

Clinical trials have demonstrated that thymalfasm increases response to mﬂuenza and hepatms B vacc1nes
in the elderly and in hemodialysis patients. In elderly subjects, thymalfasin was also shown to decrease the
incidence of influenza from 19% in subjects given an influenza vaccine alone, to 6% in subjects receiving
thymalfasin treatment in addition to the influenza vaccine. For these clinical trials, the treatment regimen.
involved 8 to 10 injections of 1.6 mg doses of thymalfasin. A pilot clinical study conducted in 2009/2010 by our
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partner Sigma-Tau in Italy showed that higher doses of thymalfasin (3.2 or 6.4 mg) given only twice (seven days
prior to vaccination and on the day of vaccination) led to a statistically significant increase in percent of subjects
who seroconverted to the HIN1 vaccine (MF59 adjuvanted monovalent vaccine, Focetria™ from Novartis), and
an increase in total titers, when measured at 21 or 42 days after vaccination. When evaluated at 84 and 168 days
after vaccination, the seroconversion rates were similar for patients receiving ZADAXIN and those receiving
vaccine alone. These data indicate that the enhancement effect of ZADAXIN, while significantly higher in the
critical first six weeks following vaccination, was reduced at later time points and no longer significantly
different compared to the vaccine alone. These promising data further support the utility of thymalfasin for use in
vaccine enhancement. - ’ ’

SCv-07

Our proprietary drug candidate SCV-07 (gamma-D-glutamyl-L-tryptophan) is a small molecule synthetic
peptide that stimulates the immune system, possibly through inhibition of STAT3 signaling and the resulting
effects on T-helper 1 cells. SCV-07 has been shown to be efficacious in animal models of immune-sensitive
diseases, including viral infections and cancers, and in the enhancement of response to vaccines. SCV-07 has
been shown to be safe and well tolerated in clinical trials at varied single and multi-dose levels and is orally
bioavailable, differentiating it from other immunomodulators. During 2011, we were developing SCV-07 in a
phase 2b clinical trial for the delayed onset of OM in patients with head and neck cancer treated with
chemoradiation. OM is a common, painful, debilitating complication of cancer treatment.

Phase 2b Oral Mucositis Trial Protocol

Based on the findings from our phase 2a OM study and discussions with the US Food and Drug
Administration, we announced the enrollment of the first patient in the Company’s phase 2b clinical trial of
SCV-07 for the delayed onset of OM in January of 2011. The 2b study was examining three doses of SCV-07,
including two higher doses than those used in the Company’s récent phase 2a study, to assess the drug’s impact
on modifying the course of OM in patients with head and neck cancer. The multicenter, randomized, double-
blind, placebo-controlled study was designed to enroll approximately 160 patients who are receiving standard
chemoradiation therapy for treatment of cancers of the head and neck. Patients were being randomly assigned to
one of the trial’s four treatment arms: SCV-07 at doses of 0.1 mg/kg, 0.3 mg/kg or 1 mg/kg, or placebo. The
study’s primary efficacy endpoint was the reduction in the proportion of subjects compared to placebo with
clinically assessed ulcerative OM (WHO Grade 2 2) at a cumulative radiation dose of 45 Gy. The study’s
secondary endpoints included, incidence and duration of ulcerative and severe (WHO Grade > 3) OM, analgesic
use and pain assessments, quality of life measurements, gastrostomy tube placement and use, breaks in radiation
or chemotherapy treatment, and unscheduled office or hospital visits. The trial was further evaluating SCV-07’s
safety and tolerability in the patient population, as well as the role played by specific genetic profiles in patient
response to the treatment. On March 2, 2012, we announced the discontinuation of this trial based on the
pre-planned interim analysis results that indicated the trial would not meet the pre-specified efficacy endpoints.
The interim analysis included data on 85 subjects. The Data Monitoring Committee had no safety concerns, but
recommended discontinuing enrolling subjects into the trial as all three dosage arms indicated no efficacy of the
drug relative to the primary or secondary OM endpoints. '

INTELLECTUAL PROPERTY AND PROPRIETARY RIGHTS
Patents

We seek regulatory approval for our products in disease areas with high unmet medical need, significant
market potential and where we have a proprietary position through patents covering use, manufacturing process,
or composition of matter for our products. For our lead product ZADAXIN®, we are the licensee or owner of
patents and patent applications relating to thymalfasin and its use for a number of diseases. In particular, we are
the licensee or owner of patents and applications in the US and internationally including China that are directed
to thymalfasin therapy for the treatment of hepatitis B and hepatitis C as a monotherapy or in combination with
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other therapeutics including drugs with or without regulatory approval for marketing. In addition, we are the
licensee or owner of several patents and applications in the US and internationally that are directed to.
thymalfasin therapy for vaccine enhancement. The expiring patent terms for issued or to be issued patents are .
from 2025 to 2030. We are also the licensee or owner of several patents and apphcatlons in the US and
internationally that are directed to thymalfasm therapy for the treatment of melanoma. The expiring patent terms
for issued.or to be issued patents are from 2026 to 2028. We are also the licensee or owner of patents and
pending patent applications in the US and internationally that are directed to thymalfasin therapy for reducing .
side effects of chemotherapy. The expiring patent terms for issued or to be issued patents are from 2020 to
2021. We have also applied for patents in the US and internationally that are directed to thymalfasm therapy for
the treatment of other infectious diseases, such as acute infection, Aspergillus infection and severe acute
respiratory syndrome (“SARS”), as well as other indications, such as treatment of septic shock. In addition, we
have patents or patent applications directed to thymalfasin conjugates and the use of thymalfasin to stimulate the
immune system in general

We own patents dlrected to the composmon of matter of SCV-07 and related products as well as their use as
immunomodulators in general in the US, China and a number of international markets, excluding Russia. These
patents have expiring patent terms ranging from 2016 in the US to 2018 outside of the US. In addition, we own
issued patents and have pending patent applications that are d1rected to SCV-07 therapy for the treatment of oral
mucositis. The expiring patent terms for issued or to be 1ssued patents are from 2028 to 2031. We also have
patents and applications in the US and 1nternat10nally that are directed to SCV-07 therapy for the treatment of a
number of diseases, including the treatment of hepatitis C and various other infectious diseases. The expiring
patent terms for issued or to be issued patents are from 2021 to 2032.

With respect to our-issued patents in the US and Europe, we are also entitled to obtain-a patent term. .
extension to extend the patent expiration date. For example, in.the US, we can apply for a patent term extension.
of up to 5 years for one of the patents covering ZADAXIN or SCV-07 once ZADAXIN or SCV-07 is approved
by the FDA. The exact duration of the extension depends on the time we spend in clinical trials -as well as gettmg
anew drug apphcatlon approval from the FDA.

ZADAXIN in China :
Granted Patents Relevant to Approved ’ ) Yeat' nf‘ .
Indlcatlon (not yet expired or abandoned) Approved Indication- Expiration
ZL 93120725 [Chma] JE R Chronic Hepatitis B 2013
Z1.99811382.4 [China] e . Chfonic Hepatitis B~ 2019

SCV-07 in Europe, US and China

Granted Patents Relevant to Composmons or Indlcatmns Currently in Year of
: Clinical trial in the US ) ) Expiration
5,744,452 [US] ..... R ie... 2016
5,916,878 [US] ........ P R P 2016
7,906,486 [US] P 2028
1042286 [EP] .« vt ooi ettt it e e 2018
Z1.98813799.2 [China] .......... ..ot i e S 2018
Pending Applications Relevant to Composmons or Indications Currently in Year of
Clinical trial in the us . ) Explratmn
13/013,340 [US] ........n .- [T e e .. 2028
13/074,828 [US] -+« et eieneaeaaennens PRI (<3 S
PCT/US2011/053139 [Intematlonal] ....... e e e ame e R 2031
200880011935.2 [China] ....... e e e [T eeeeem e 2028 .
08725404.1 [EP] . ...... et ey e 1



Proprietary Rights

In addition to patent protection, we intend to use other means to protect our proprietary rights. We may
pursue marketing exclusivity periods that are available under regulatory provisions in certain countries, including
the US, Europe, Japan, and China, For example, if we are the first to obtain market approval of a product, e.g., '
thymalfasin in the US, we would expect to receive at least 5 years of market exclusivity.

Furthermore, orphan drug exclusivity has been or may be sought where available. Such exclusivity has a
term of 7 years in the US and 10 years in Europe. We have obtained orphan drug designation for thymalfasin for
the treatment of malignant melanoma and chronic hepatitis B in the US and for the treatment of hepatocellular -
carcinoma in the US and in Europe. Orphan drug protection has been or may be sought where available if such
protection also grants 7 years of market exclusivity. We have filed trademark applications worldwide for
ZADAXIN and other trademarks that appear on our commercial packaging and promotional literature. :
Copyrights for the commercial packaging may prevent counterfeit products or genuine but unauthorized products
from entering a particular country by parallel importation. Brand and trademark protection are particularly
important to us in China. We are implementing anti-counterfeiting measures on commercial packaging and we
are registering the packaging with customs departments in countries where such procedures exist. We rely upon -
trade secrets, which we seek to protect in part by entering into conﬁdentlahty agreements with our employees,
consultants, corporate partners, suppliers, and licensees. :

MANUFACTURING

ZADAXIN is manufactured for us in Europe and the US by third parties under exclusive contract
manufacturing and supply agreements. We closely monitor production runs of ZADAXIN and conduct our own
quality assurance audit programs. We believe the manufacturlng facilities of our contract suppliers are in
compliance with the FDA’s current Good Manufactunng Practices (“GMP”), and European eqmvalents of such
standards. In order to sell ZADAXIN to the licensed importers in China, our manufacturers must 1) be approved
by the Italian Ministry of Health (“AIFA”) and 2) be accepted by the SFDA, the Chinese regulatory agency, and
we must obtain an Imported Drug License from the SFDA permitting the importation of ZADAXIN into China.
The license must be renewed every 5 years, and our next renewal will be required in 2013. If we change
manufacturers, these changes must 1) be approved by AIFA in Italy and 2) be accepted by the SFDA, and we
must obtain a new Imported Drug License from the SFDA.

In the event of the termination of an agreement with any single supplier, we believe that we would be able to
enter into arrangements with other suppliers with similar terms. We do not intend at this time to acquire or
establish our own dedicated manufacturing facilities for any of our products. We believe that our current
manufacturing partners for ZADAXIN have enough manufactunng capacity to meet potential market demand.
We also believe that our current manufacturing partners in the US and Europe for our other drug candidates will
be able to meet our clinical trial needs.

COMPETITION

Our competition for sales of ZADAXIN in China is primarily from generic drug manufacturers located in
China who sell their product at lower prices. We compete with them based upon our reputation as a provider of
high quality products; 1nclud1ng the fact that our products are produced at US and western European GMP
facilities.

Our competitors for existing and future products include pharmaceutical companies, biotechnology firms,
universities and other research institutions, in the US, China and other territories; that are actively engaged in
research and development or marketing of products in the therapeutic areas we are pursuing. We believe that the
principal competitive factors in this industry for a marketed drug include the efficacy, safety, price, therapeutic
regimen, manufacturing, quality assurance and associated patents and the capabilities of its marketer.
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Most of our competitors, particularly large pharmaceutical companies, have substantially greater financial,
technical, regulatory, manufacturing, marketing and human resource capabilities than ours. Most of them also
have extensive experience in undertaking the preclinical and clinical testing and in obtaining the regulatory
approvals necessary to market drugs. Additional mergers and acquisitions in the biotechnology and
pharmaceutical industries may result in even more resources being concentrated with our competitors.

For the treatment of HBV, current therapies being marketed by competitors include interferon alpha, in
standard and pegylated forms, nucleoside analogues, such as lamivudine and entecavir, and nucleotide analogue
adefovir. In addition to these products, in our largest market, China, ZADAXIN faces competition from other
synthetic and generic biological extracts, which are locally manufactured and significantly lower priced.

Future clinical trials may or may not show ZADAXIN or our other products in the market or in development
to have advantages or value over such existing or future competitive products.

Depakine, an anticonvulsant that is used for the treatment of seizures in bipolar disorder patients and
epileptic attacks, faces .competition from both imported western drugs and local drugs, including oxcarbazepine,
lameotrigine, levetiracetam, topiramate, olanzapine, quetiapine, diazepam, sodium phenobarbital and others.
Depakine is available in a wide range of formulations, including oral solutions, injectables and prolonged release
tablets. There are about ten generic versions of the product available in China.

Aggrastat, our recently launched interventional cardiology product, has proven to be effective in improving
the results of primary coronary angioplasty in patients with myocardial infarction. There are about five generic
versions of the product available in China.

 Tritace is an angiotensin converting enzyme (“ACE”) inhibitor for the treatment of hypertension and
congestive heart failure post myocardial infarction, As Tritace is the first and only ACE inhibitor available in
China indicated to protect against cardiovascular events, the main competition is from locally manufactured
generic versions of the product.

RESEARCH AND DEVELOPMENT

A substantial portion of our operating expenses to date is related to research and development (“R&D”).
R&D expenses consist of independent R&D costs and costs associated with in-licensing arrangements. A
substantial portion of our development expense is third party cost relating to the conduct of our clinical trials.
R&D expenses were $12.3 million, $12.4 million, and $16.5 million, for the years ended December 31, 2011,
2010, and 2009, respectively. On March 2, 2012, we announced the discontinuation of our SCV-07 phase 2b
clinical trial in patients with OM based on the pre-planned interim analysis results that indicated that the trial
would not meet the pre-specified efficacy endpoints. We expect a significant decrease in R&D costs in the future
due to the discontinuation of our SCV-07 phase 2b clinical trial and from further curtailment of our US-based
development expenses.

EMPLOYEES

As of December 31, 2011, we had 875 employees: 837 in China, 29 in the US, and 9 in other countries.
From time to time, we engage the services of consultants worldwide with pharmaceutical and business
backgrounds to assist in our product development and commercialization activities. We plan to leverage our key -
personnel by continuing to make extensive use of clinical research organizations, contract laboratories,
development consultants and collaborations with pharmaceutical companies to develop and market our products

GOVERNMENT REGULATION

Regulatlon by governmental authormes in the US, China and other foreign countries is a 51gmﬁcant factor .
in the manufacturing and marketing of our products, as well as in ongoing research and development activities
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and in pre-clinical and clinical trials and testing related to our products. Our products in clinical development in
the US,:China and other foreign countries are subject to approval by the FDA, the SFDA and similar regulatory
authorities. Manufacturing establishments are subject to inspections by regulatory, authorities at the federal, state
and local level and must comply with current GMP as established in various jurisdictions. In complying with
GMP standards, manufacturers must continue to expend time, money and effort in the area of production and
quality assurance to ensure ongoing full technical compliance. As we do not manufacture our products, we'
depend on third parties to meet requisite GMP standards.

China

In China, the pharmaceutical industry is subject to extensive government regulation and supervision. The
regulatory framework addresses all aspects of operating in the pharmaceutical industry, including approval,
pricing, re-imbursement, production, licensing and certification requirements and procedures, periodic renewal
and reassessment processes, registration of new drugs and environmental protection.

The SFDA is the authority that monitors and superv1ses the adrmmstranon of pharmaceutical products and
medical apphances and equipment as well as food, health food and cosmetlcs in China. The primary
responsibilities of the SFDA include:

e formulating administrative rules and pollc1es concemmg the superwsmn and administration of food,
health food, cosmetics and the pharmaceutical industry;

* evaluating, reglstermg and approving of new drugs, generic drugs, 1mported drugs and traditional
Chlnese medlcme

+ approving and issuing permits for the manufacture and export/import of pharmaceutical products and
medical appliances and equipment and approving the establishment of enterpnses to be engaged in the
manufacture and dlStl‘lbuthIl of pharmaceutical products; and

* examining and eva]uatmg the safety of food, health food and cosmeucs and handling significant
accidents involving these products.

The MOH is an authority at the ministerial level under the State Council and is primarily responsible for.
national public health and has administrative responsibility for the SFDA. The MOH performs a variety of tasks
in relation to the health industry such as establishing social medical institutes, promulgating national regulations,
and producing professional codes of ethics for public medical personnel. The MOH is also responsible for
international issues, such as those pertinent to foreign companies and governments.

Drug Administration Laws and Regulations

The China Drug Administration- L.aw and related regulations provide the legal framework for the
establishment of pharmaceutical manufacturing enterprises, pharmaceutical trading enterprises and for the
administration of pharmaceutical products including the development and manufacturing of new drugs, the
import of pharmaceuticals, and the regulation of packaging, trademarking and advertising of pharmaceutical
products in China. -

Permits and Licenses for Importation, Manufacturing and Registration of Drugs

Imported Drug License. Our strategy to date has been to seek approval for the import into China of drugs
approved in other markets. We must obtain an Imported Drug License from the SFDA to import a
pharmaceutical product into China.

~To qualify to receive an Imported Drug License from the SFDA, each manufacturing establishment must be
registered with the FDA or European (“EMA”) regulatory authorities where the product is registered for sale and

11



listed on the Certificate of Pharmaceutical Product (“CPP” or. Country of Origin Approval). In general, the SFDA
also requires that an imported drug must also have country of ongm approval for the same indication for Wthh :
an Imported Drug License is apphed :

As aresult, in order to obtain and maintain an Imported Drug License in China, we or our partners must also
meet the regulatory requirements for the country of origin of the pharmaceutical products we import, or are
seeking to import, into China. -

The process for applying for and obtaining an Imported Drug License can be protracted and uncertain. In
addition to the submission of clinical data from trials outside China, the SFDA may require additional clinical
data, including from studies in China, and it may conduct its own inspection and testing of manufacturing
facilities and of finished product. An Imported Drug License needs to be renewed every: 5 years. Further, if.the
manufacturer of the pharmaceutical product changes, an additional approval is requlred from the SFDA and
approval will also have to be obtained in the country from which the product is 1mported

For ZADAXIN, the CPP is in Italy, and was issued by the AIFA and the named manufacturer is Patheon
Italia S. p-A. Aggrastat received European approval in 1998 under the Mutual Recogrutlon Process (“MRP”)
countries in Europe (including Germany, Italy, Spain, Netherlands, Finland, Sweden, Greece, Portugal United
Kingdom, Ireland, Austria, Belgium, Luxembourg, and France) and the product is manufactured in Finland by
Orion Corporation. We and our partners need to mamtam these approvals

China requires that products with an Imported Drug Llcense be imported through approved 1mport1ng
agents. At each port of entry, prior to moving the product forward to the distributors, government—hcensed
importing agents must process and evaluate each shipment to determine whether such shipment satisfies China’s
quality control requirements. e :

GMP Certificates. Our current products and our clinical candidates in China are all mani_lfac:tured;outside
China and are subject to GMP standards in the country in which they are manufactured. Our manufacturers are
subject to site inspections by the regulatory authorities in the jurisdictions in which they are located. The issuance
and renewal of an Imported Drug License is dependent, among other things, upon maintaining anafacturing
standards that comply with the GMP standards of a widely recognized regulatory authonty, such as the FDA or
EMEA

If we were to manufacture product in China, or obtain product from Chinese contract manufacturers, such
manufacture would be subject to snmlar GMP standards established in Chma and administered by local
authorities. :

Distribution of Pharmaceutical Products

According to the China Drug Administration Law and related regulations a manufacturer of pharmaceutical
products in China can only engage in the trading of the pharmaceutical products that the manufacturer has
produced itself. In addition, such manufacturer can only sell its products to:. : - 5

« ‘wholesalers and retailers holding pharmaceutical trading permits;

» other holders of pharmaceutical manufacturing permits; or

* medical practitioners holding medical practice permits.

A pharmaceutical manufacturer in China is prohibited from selling its products to end-users, or-individuals

or entities other than holders of Pharmaceutical Trading Permits, the pharmaceutical manufactunng penmts or
the medical practice permits.

A pharmaceutical distributor (including wholesalers and retailers) must satisfy requirements as: to. personnel
with pharmaceutical expertise, appropriate warehousing and sanitary environment compatible to the distributed
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pharmaceutical products; quality management and compliance with regulations to ensure the quality of the
distributed pharmaceutical products. Operations of pharmaceutical distributors must be conducted in accordance
with the Pharmaceutical Operation Quality Management Rules and require a certificate from the SFDA.
Pharmaceutical distributors must comply with record keeping requirements regarding the products sold.

Price Control and Competitive Bidding

The control of prices of pharmaceutical products is vested in the national and provincial price administration
authorities. Depending on the categories of pharmaceutical products in question, the prices of pharmaceutical
products listed in the State Basic Medical Insurance and Work Injury Insurance Drug Catalogue, drugs with
patents and other drugs whose production or trading may constitute monopolies are subject to the control of the .
National Development and Reform Commission (“NDRC”).of China and the relevant provincial or lecal price
administration authorities. For pharmaceutical products manufactured or 1mported into China, the national price
administration authority from time. to time publishes price control lists specifying pricing ceilings for specific
pharmaceuticals. The Ministry of Labor (“MOL”) and Social Security, together with other government
authorities, determine which medicines.are to be included in or removed from the Catalogue for the national
medical insurance program, and under which category a medicine should fall, both of which affect the amounts
reimbursable to program participants for their purchases of those medicines. These determinations are based on a
number of factors, including price and efficacy. A national medical insurance program participant can be
reimbursed for the full cost.of a Category A medicine and 60 to 90% of the cost of a Category B medicine. In
November 2009 thymalfasin, the generic chemical name for our pharmaceutical product ZADAXIN, was
included as a Category B product in the National Reimbursed Drug List (“NRDL”). The main purpose of the
NDRC and the NRDL price control policy is to establish new maximum allowable prices for listed
pharmaceutical products, which in many cases will be below previously established prices, thus lowering the
prices for many approved pharmaceutical products. The provincial price administration authorities also publish
price control lists for pharmaceutical products. Pursuant to the NDRC and Measures for Medicine Pricing by the
Government, the price ceiling is determined by whether drugs are deemed essential drugs and are included on.the
National Essential Drug List (“NEDL™) or non-essential drugs, which could be included in the NRDL and are
subject to price control. Price ceiling determinations include reference to the quality of the product, whether the
products are newly developed products, whether the products have patent protection in China, and the status of
implementing - the GMP Guidelines by the manufacturer of the relevant product.

The prices of pharmaceutlcal products included in the price control lists are subject to adjustment upon .
approval by the price administration authorities from time to time. Pharmaceutical enterprises in China are
required to submit cost-related information, such as raw material prices, regularly to the relevant authorities so
that the authorities may take into account the prevailing market conditions when setting the prices. The price
administration authorities may approve adjustments to the price of pharmaceutical products upon the
pharmaceutical manufacturer’s request if material changes in the cost structure of producing the pharmaceutical
products or significant changes in demand for these pharmaceutical products are recognized.

In each province where we market our products, distributors participate in a government-sponsored
competitive bidding process evefy year or every few years for procurement by state-owned hospitals of a
medicine included in the provincial medicine catalogs. A government-appointed committee reviews bids
submitted by pharmaceutical companies and selects one or more medicines for treatment of a particular medical
condition. The selection is based on a number of factors, including whether the product is on the NEDL or the
NRDL, bid price, quality and manufacturer’s reputation and service. The bid price of the selected medicine will
become the price required for purchases of that medicine by all state-owned hospitals in the relevant province or
local district. :

Health Insurance System

The MOL and Social Security are responsible for the reform of the medical insurance system. As part of the
reform of the state basic medical insurance system for employees in the urban areas, the MOL and Social
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Security, the MOH, the SFDA and various other governmental departments jointly issue the State Basic Medical
Insurance and Work Injury Insurance Drug Catalogue, as amended, or Catalogue, with a view to enhancing the -
management of the use of drugs under the medical insurance: system The drugs listed in the Catalogue are
covered by the national medical insurance program.

Third-Party Reimbursement

* Although in China the National Medical Insurance Program is designated as a national program, the -
implementation of the national medical insurance program is‘delegated to various provincial governments each
of which has established its own medicine catalog. A provincial government must include all Category A
medicines listed in the Catalogue in its provincial medicine catalog, but may use its discretion based on its own
selection criteria to add other medicines to, or exclude Category B medicines listed in the Catalogue from, its
provincial medicine catalog; so long as the combined numbers of the medicines added and excluded do'not
exceed 15% of the number of the Category B medicines listed in the Catalogue. In addition, provincial
governments may not downgrade a nationally classified Category A medicine to Category B. The total amount of
reimbursement for the cost of prescription and over-the-counter médicines, in-addition to other medical expenses,
for an individual program participant in a calendar year is capped at the amount in that participant’s individual
account. The amount in a participant’s account varies, depending upon the amount of contributions from the
participant and his or her employer. Generally, program participants who are from relatively wealthier eastern
parts of China and relatively wealthier metropohtan centers have greater amounts in their individual accounts
than those from less developed provinces.

Our ability to successfully commercialize our products may depend in part on the extent to which coverage -
and reimbursement to patients will be available from government health care programs, private health insurers-
and other third-party payors or organizations. Significant uncertainty exists as to the reimbursement status of new
therapeutic products, such as ZADAXIN. In most of the markets in which we are currently approved to sell’
ZADAXIN, reimbursement for ZADAXIN under government or private health insurance programs is not yet -
widely available, and in many of these countries government resources and per capita income may be so low that:
our products would be prohibitively expensive. We believe that many of the sales of ZADAXIN in China are
made with some third party reimbursement. We anticipate reimbursement to be approved when a new price is
approved for ZADAXIN. In the US, Europe and Japan, proposed health care reforms could limit the ‘amount-of
governmental or third-party reimbursement available for our products should they be approved for sale in these
markets. Various governments and third-party payors are trying to contain or reduce the costs of health care
through various means. We believe that there will continue to be 1eg1slat1ve efforts and proposals to 1mp1ement
such government controls. '

Prescription Regulations

As announced by MOH, the Prescription Administrative Measures, regulatlng prescription of drugs took
effect on May 1, 2007 and stipulates that doctors may only use the generic names of drugs in their prescriptions
instead of brand names and that medical institutions offer patients the same ‘type of drug from no more than two
separate pharmaceutical companies. The purpose of this legislation is to minimize the practice of doctors o
receiving Kickbacks from pharmaceutical companies for prescribing higher prrced or unneeded drugs to pat1ents.

US, Europe and Other Countries

The regulatory reglme for the approval for drug distribution and marketing in the US and Europe is similar
in many respects to the regulatory system in China. The steps required before a new drug may be distributed
commercially generally include:

» conducting appropriate pre-clinical laboratory evaluations, including animal studies, in comphance with
the FDA’s Good' Laboratory Pracnce (“GLP”) requlrements to assess the potentlal safety and- efﬁcacy
of the product;-
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* submitting the results of these evaluations and tests to the FDA in an Investigational New Drug
Application (“IND”), and receiving approval from the FDA that the clinical studies proposed under the
IND are allowed to proceed; ‘ -

* conducting adequate and well-controlled clinical trials in compliance with the FDA’s Good Clinical
Practice (“GCP”) requirements that establish the safety and efficacy of the product candidate for the
intended use, typically in the same Phase 1, Phase 2 and Phase 3 steps described above for China; -

* development of manufacturing processes which conform to FDA current Good Manufacturing Practices,
or cGMPs, as confirmed by FDA inspection;

* submitting to the FDA the results of pre-clinical studies, clinical studies, and adequate data on
chemistry, manufacturing and control information to ensure reproducible product quality batch after
batch, in a New Drug Application (“NDA”) or Biologics License Application (“BLA”);

* obtaining FDA approval of the NDA, including inspection and approval of the product manufacturing
facility as compliant with cGMP requirements, prior to any commercial sale or shipment of the
pharmaceutical agent.

After FDA approval has been obtained, the FDA requirés post-marketing réponing to monitor the side
effects of the drug. This may include phase 4 studies in which the drug is studied in an expanded patient
population in a post-approval setting for continued monitoring of safety and sometimes continued efficacy.

We must comply with the regulations of each country in which we seek approval of and intend to market
and sell any product.” ‘ ‘ o '

AGREEMENTS WITH THIRD PARTIES

We hold license, promotion, distribution or marketing agreements with a number of parties for products
under development, including agreements with Biocompatibles UK Ltd (“Biocompatibles™) for the distribution
of DC Bead in China, with Orexo AB (“Orexo”) for Abstral in China including Hong Kong and Macau, with
BioAlliance Pharma SA (“BioAlliance”) for Loramyc in China including Hong Kong and Macau, and with
Applied Pharma Research s.a. (“APR”) for ondansetron RapidFilm in China including Hong Kong and Macau,
and Vietnam. We own the rights, titles and interest in and to the worldwide (except as to Russia) technology and
patent rights for SCV-07. We have agreements with each of the following companies for the distribution of
certain products in China: ’ : : ’

MEDA Pharma GmbH & Co. KG (“MEDA”) Agreement. We are party to an agreement with MEDA for
various products under development including Tramadol. See Part I, Item 3 “Legal Proceedings” regarding the

status of our agreement with MEDA from whom we license Tramadol.

- Sanofi Agreements. Between February 2006 and January 2008, one of our wholly-owned subsidiaries, -
NovaMed Pharmaceuticals (Shanghai) Co. Ltd. (“NovaMed Shanghai”) entered into a series of licensing and
distribution agreements with Hangzhou Sanofi-Aventis Minsheng Pharmaceuticals Co. Ltd., Sanofi-Aventis
Pharma Beijing Co. Ltd., Sanofi Winthrop Industrie, and Sanofi-Aventis Pharma Beijing Co. Ltd. (collectively,
“Sanofi-Aventis”) for the distribution of Xatral™, Perenam™, Stilnox, Tritace, and Rulide™ in China. Under
these agreements, NovaMed Shanghai must pufchase product from Sanofi-Aventis for sale in China at prices
specified in the agreements. The purchase prices are subject to adjustment in certain circumstances. To maintain
NovaMed Shanghai’s exclusive rights, NovaMed Shanghai must meet certain unit volume requirements. Each of
these agreements will expire in January 2013, unless renewed.

In February 2008, NovaMed Shanghai entered into a further licensing and distribution agreement with
Sanofi-Aventis for the distribution of Depakine in China. Under the agreement, NovaMed Shanghai must
purchase product from Sanofi-Aventis for sale in China at prices specified in the agreement. The purchase prices
are subject to adjustment in certain circumstances. To maintain NovaMed Shanghai’s exclusive rights, NovaMed
Shanghai must meet certain unit volume requirements. The agreement will expire in June 2013, unless renewed.
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Baxter Agreement. In September 2007, NovaMed Shanghai entered into a licensing and distribution
agreement with Baxter Medical Products Trading (Shanghai) Ltd: (“Baxter”) for the distribution of Holoxan™,
Mesna™, and Endoxan™ in China. Under the agreement, NovaMed Shanghai must purchase product from
Baxter for sale in China, with a promotion fee specified in the agreement. To maintain NovaMed Shanghai’s
exclusive rights, NovaMed Shanghai must meet certain unit volume requirements. The agreement will expire in
January 2013, unless renewed. -

- Pfizer Agreement. In March 2008, NovaMed Shanghai entered into a licensing and distribution agreement
with Pfizer International Trading (Shanghai) Ltd. (“Pfizer”) for the distribution of six products (Adriamycin™,
Daunoblastina™, Leucovorin™, Methotrexate™, Estracyt™, and Farlutal™) in China. Under the agreement,
NovaMed Shanghai must purchase product from Pfizer for sale in'China at prices specified in the agreement. The
purchase prices are subject to adjustment in certain circumstances. To maintain NovaMed Shanghai’s exclusive
rights, NovaMed Shanghai must meet certain unit volume requirements. The agreement will expire in March
2013, unless renewed. o : ' ' ‘ f

Iroko Agreement. In December 2008, NovaMed entered into a licensing and distribution agreement with
Iroko Cardio LLC (“Iroko”) for the distribution of Aggrastat in China. Under the agreement, NovaMed must
purchase produét‘ from Iroko for sale in China at prices specified 1n the agreement. The purchase prices are
subject to adjustment in certain circumstances. To maintain NovaMed’s exclusive rights, NovaMed must meet

certain unit volume requirements. The agreement will expire 10 years after the Initial Drug License is granted.

"Our continued distribution of épprbved prodilcts depéndé‘ upon the continuation of these égreéments and the
renewal of the agreements upon expiration. ’

AVAILABLE INFORMATION ’ .
* We file electronically with the SEC our annual reports on Form 10-K, quatterly reports on Form 10-Qand

current reports on Form 8-K pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as
amended. The public may read and copy any materials we file with the SEC at the SEC’s Public Reference Room
at 100 F Street, NE, Washington, DC 20549. The public may obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site that contains - '
reports, proxy and information statements, and other information regarding issuers that file electronically with
the SEC. The address of that site is http:/www.sec.gov. ’ o .

You may obtain a free copy of our annual reports on Form 10-K, quarterly reports on Form 10-Q and

current reports on Form 8-K and amendments to those reports filed (‘):r_furnvished pursuant to Section 13(a) or

15(d) of the Securities Exchange Act of 1934, ‘a‘s"amen.de’d_, on the day of filing with the. SEC on our website on

the World Wide Web at http://www.sciclone.com, by contacting the Investor Relations Department at our
corporate offices by calling 800-724-2566 or by sending an e-mail message to investorrelations @sciclone.com.

Item 1A. Risk Factors

/Yolu’sh'o,u‘ld bdreﬁllly consider the risks déscribed below, in addition to the other infqif}nqtion in this report
on Form 10-K, before making an investment decision. Each of these risk factors could adversely affect our
business, financial condition, and operating results as we'll as adversely affect the value of an'i'n_vestmefni in our
common stock. S o ’ o '
Our stock price may be volatile, and an investment in our stock could suffer a decline in value. ~

We have a history of ,o‘pératin'g losses and an accumulated deficit. Although we reported net income of $28.5
million, $21.1 million, and $11.9 million for the years ended December 31,2011, 2010, and 2009, respectively,
we have experienced significant operating lossés in the past, and as of December 31, 2011, we had an '
accumulated deficit of approximately $118.9 million. If our operating expenses were to increase or if we were
not ablé to inicrease or sustain revenue, wé miay not achieve profitability over the next 12 months. o
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The market price of our common stock has experienced, and may. continue to experience, substantial
volatility due to many factors, some of which we have no control over, including:

» developments related to the pending SEC and US Department of Justice (“DOJ”) investigations, our
efforts to cooperate with the investigations and events related to pending litigations;

* government regulatory action affecting our Company. or our drug products or our competitors’ drug
products in China, the US and other foreign countries, including the effect of government initiatives in
China to reduce health care costs, including the anticipated change in the governmentally permitted
maximum listed price for ZADAXIN (“thymosm alpha 1 or thymalfasin”) or our other products on the
market in China;

* actual or anticipated fluctuations in our quarterly operating results some of which may result from
acquisition-related expenses including the variation in the valuation of the earn-out, and periodic
impairment charges that may result from the goodwill and intangible assets recorded in the acquisition;

* progress and results of clinical trials and the regulatory approval process in the US, Europe and in
China; ,

* our ability to manage the risks associated with our acquisition of NovaMed Pharmaceuticals, Inc.
(“NovaMed”);

» finding a partner for late-stage trials of our clinical development candidates;

» timing and achievement of our corporate nnlestones

* changes in our agreements or relationships with collaborative partners;

* announcements of technological innovations or new products by us or our competitors;

¢ announcement and completion of coxporate acquisition, merger, hcensmg or marketing arrangements, or
sales of assets; ’

* developments or disputes concernmg patent or proprietary rights;
» changes in the composition of our management team or board of dlrectors
* changes in company assessments or financial estimates by securities analysts;
* changes in assessments of our internal controls over financial reporting;
* general stock market conditions and fluctuations for the emerging growth and pharmaceutical market
sectors;
. eébnomic and political conditions in the US or abroad; and
* broad financial market fluctuations in theUS, Europe or Asia.
Our acquisition of NovaMed involves a number of risks and we may not successfully integrate our and

NovaMed’s businesses and may not realize the anticipated benefits of the acquisition; and we may acquire
other companies or products that present similar risks.

Achieving the benefits of the acquisition of NovaMed will depend in substantial part on the successful
integration of the two companies’ operations and personnel. While at this time SciClone’s China operations and
NovaMed’s business will be conducted in separate subsidiaries, we will need to operate as a combined
organization and begin utilizing common business, information and communication systems, operating
procedures, financial controls and human resource practices, including benefits, training and professional
development programs. We will face significant challenges in integrating our organizations and operations in a. -
timely and efficient manner. Some of the challenges and difficulties involved in this integration include:

* retaining key employees of both organizations;

* managing the acquisition and continuing operations. in both organizations to successfully achieve the
anticipated benefits of the acquisition;
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« preserving important relationships of both SciClone and NovaMed, including NovaMed’s contractual
relationships with pharmaceutical partners;

» diversion of management’s attention from normal daily operatlons of the business which could
adversely affect on-going operations; ' :

costs and delays in implementing common systems and procedures;
 consolidating and rationalizing information technology and administrative infrastructures;

« the potential for disputes or litigation related to the earn-out and escrow provisions, which are frequently
a source of disputes in acquisition transactions, and potentially unanticipated results of any such dispute;

e variability in our financial results which may result from acquisition-related expenses including the
variation in the valuation of the earn-out, and periodic impairment charges that may result from the
recording of goodwill and intangible assets in the acquisition; :

» implementing procedures, policies and processes related to FCPA compliance; and

« integrating and documenting processes and controls in conformance with the requirements of
Section 404 of the Sarbanes-Oxley Act of 2002 which were not applicable to NovaMed prior to the
acquisition.

We may enter into other acquisition transactions in the future which could present similar risks and may
also cause us to: '

 issue common stock that would dilute our current shareholders’ percentage ownership;
« assume liabilities, some of which may be unknown at the time of such acquisitions;

* record gdodwill and intangible assets that will be subject to impairment testing and potential periodic
impairment charges;

» incur amortization expenses related to certain intangible assets;

»  incur large and immediate write-offs of in-process research and development costs; or become subject to
litigation. ‘

Any one or all of these factors, many of which are outside of our control, may increase operating costs or
lower anticipated financial performance following the NovaMed acquisition, or following any future acquisition.
In addition, the combined company may lose distributors, suppliers, manufacturers and employees. Achieving
anticipated synergies and the potential benefits underlying the two companies’ reasons for the merger will
depend on successful integration of the two companies. In addition, the integration of NovaMed into SciClone
will be a complex, time consuming and expensive process and will require significant attention from
management and other personnel, which may distract their attention from the day-to-day business of the
combined company. The diversion of management’s attention and any difficulties associated with the integration
of NovaMed, or of companies or products we may acquire in the future could have a material adverse effect on
the operating results of the company and on the value of our common stock, and could result in our not achieving
the anticipated benefits of the acquisition. Failure to achieve our objectives could have a matenal adverse effect
on the business and operating results of the company.

Charges to earnings resulting from the NovaMed acquisition may adversely affect our f nancial resuits.
and could adversely affect the market value of our common stock and the cash portion of the purchase
price and other expenses will reduce our working capital.

In accordance with US generally accepted accounting principles, we have accounted for the NovaMed
acquisition using the purchase method of accounting, which will result in charges to earnings that could have a
material adverse effect on our results of operations. Under the purchase method of accounting, the total
acquisition-date fair value of the assets and liabilities are recognized as of the closing date, and the excess of the
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consideration transferred over the acquisition date fair value of net assets acquired is recorded as goodwill. In
addition, the purchase price includes an estimate of the value of the earn-out that may be payable in the future.
We will incur additional amortization expense over the useful lives of the intangible assets acquired in the
acquisition. The amount of employee stock compensation expense has and will increase as a result of grants to a
larger base of employees. We will also incur an expense if the valuation of the earn-out increases, which would
occur if in any quarter it appears that the likelihood of payment of any portion of the earn-out has become more
likely. The accounting measurement of the earn-out will be subject to change through December 2012 and may
create earnings volatility for us every quarterly reporting period through December 2012. In addition, to the
extent the value of goodwill or intangible assets becomes impaired, we may be required to incur material
impairment charges. These charges, even though they would be non-cash charges, could have a material impact
on our results of operations.

We made substantial cash payments in the NovaMed acquisition and we have incurred significant other
costs related to the acquisition which reduced our liquidity and could affect our operating results.

We used approximately $21.3 million of cash, net of cash acquired, as part of the purchase price to acquire
NovaMed. In addition, we estimate that we incurred investment banker costs of approximately $2.6 million and
we have also incurred substantial legal and accounting and professional costs associated with the acquisition.
These costs have reduced and may continue to reduce our cash and cash equivalents substantially. In addition, if
the earn-out targets are achieved, we would need to use up to an additional $43.0 million in cash, which would
materially reduce our cash available for operations.

Our revenue will continue to be substantially dependent on our sale of ZADAXIN in China, and if we
experience difficulties in our sales efforts, our operating results and financial condition will be harmed.

Our product revenue is highly dependent on the sale of ZADAXIN in China. We expect that the percentage
of our revenues that come from the sale of ZADAXIN in China will decline significantly as a result of the
NovaMed acquisition. However, we anticipate that sales of ZADAXIN will continue to be a majority of our
revenue for at least the next two years. For the years ended December 31, 2011, 2010, and 2009 approximately
97%, 96% and 96%, respectively, of our ZADAXIN sales were to customers in China. Sales of ZADAXIN in
China may be limited due to the low average personal income, lack of patient cost reimbursement, poorly
developed infrastructure and competition from other products, including generics. ZADAXIN sales growth in
recent years has benefited from the rapidly growing Chinese economy and growing personal disposable income.
Sales of ZADAXIN in China could be adversely affected by a slowing or downturn of the Chinese economy and
from the decisions of the National Development and Reform Commission (“NDRC”) pricing reform anticipated
to be made in 2012.

In China, ZADAXIN is approved for the treatment of hepatitis B virus (“HBV”) and as a vaccine adjuvant.
We face competition from pharmaceutical companies who are aggressively marketing competing products for the
treatment of HBV and for other indications where we believe ZADAXIN may be used on an off-label basis. In
addition, several local companies are selling lower-priced, locally manufactured generic thymalfasin, which is a
competitive product and is selling in substantial and increasing quantities. While generic products outsell
ZADAXIN in unit volumes, we have been able to maintain a pricing advantage through the reputation of our
imported, branded product. We believe such competition to. continue with added new local manufacturers of
generic thymalfasin and there could be a negative impact on the price and the volume of ZADAXIN sold in
China, which would harm our business. Our efforts to in-license or acquire other pharmaceutical products for
marketing in China and other markets may be unsuccessful or even if successful may not have a meaningful
effect on our dependence on ZADAXIN sales in those markets.

In November 2009, thymalfasin, the generic chemical name for our pharmaceutical product ZADAXIN, was
included as a Category B product in the National Reimbursed Drug List (“NRDL”) and pricing for ZADAXIN on
the NRDL is still being reviewed by the authorities, and we do anticipate a price reduction will be imposed. The
price for pharmaceutical products is regulated in China both at the national and at the provincial level.
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These regulations, as well as regulation of the importation of pharmaceutical products may reduce prices for
ZADAXIN to levels significantly below those that would prevail in an unregulated market, limit the volume of
product which may be imported and sold or place high import duties on the product, any.of which may limit the
growth of our révenues or cause them to decline. The Chinese government is increasing its efforts to reduce
overall health care costs, including pricing controls on pharmaceutical products. Individual provinces in China
and, in some cases, individual hospitals can and have established pricing requirements for'a product to be -
included on formulary lists. In some cases, these prices have been significantly lower than our distributors have
been selling ZADAXIN, in which case we have been removed from formulary lists, which consequently has
reduced sales to certain hospitals and could adversely affect our future sales. The process-and timing for any
price restrictions is unpredictable. In addition, we are aware that ZADAXIN may be used on an off-label basis,
and the Chinese government’s pricing, reimbursement or other actions might reduce such uses. We are working
on these regulatory processes as well as on potential changes in our business model depending on potential
outcomes. We believe we will be able to successfully manage our business in China through this process,
however maximum prices could be set at some time in the future which could adversely affect our results or
require substantial changes in our business model which may be difficult to implement.

Importers and distributors of ZADAXIN borrow funds in China from banks to purchase, hold and distribute
ZADAXIN. Substantial increases in restrictions on fund availability and/or increases in borrowing costs could
limit the ability of our importers and distributors to finance their import and distribution process.

We have received regulatory approvals to import and market ZADAXIN in China and to manufacture
ZADAXIN and export the product from Italy. In order to continue our sales to China, we need to maintain these
approvals. Our license to import ZADAXIN into China needs to be renewed every five years and the next
renewal is required in 2013. Although we were successful in obtaining a renewal in 2008 and 2003, there is no
assurance that we will receive renewals in the future when applied for or that the renewals will not be
conditioned or limited in ways that limit our ability to sell ZADAXIN to China. Further, our licenses to
manufacture and export ZADAXIN from Italy are dependent upon our continuing compliance with regulations in
Italy. Our business would be adversely affected if we are not able to maintain these approvals. In order to sell
ZADAXIN to the licensed importers in China, our manufacturers must 1) be approved by the Italian Ministry of
Health (“AIFA”) and 2) be accepted by the State Food and Drug Administration of China (“SFDA”), the Chinese
equivalent to the FDA, and we must obtain an Imported Drug License from the SFDA permitting the importation
of ZADAXIN into China. The license must be renewed every five years, and if we change manufacturers, these
changes must 1) be approved by the AIFA in Italy and 2) be accepted by the SFDA. When we change
manufacturers we must obtain a new approval. The SFDA, the FDA, AIFA and other regulatory agencies may,
and have, changed their internal administrative rules in ways that may delay or complicate the regulatory process.
Those changes are not always disclosed or known to us and we may experience unexpected delays or additional
costs as.a result of such changes. - :

Our ZADAXIN sales and operations in other parts of China and the world are subject to a number of risks
and increasing regulations, including difficulties and delays in obtaining registrations, renewals of registrations,
permits, pricing approvals and reimbursement, increasing regulation of product promotion and selling practices,
unexpected changes in regulatory requirements and political instability. In addition, during the second quarter of
2009 we experienced a strong upsurge.in ZADAXIN sales which we believe was attributable both to the
increasing penetration of ZADAXIN within the Chinese market, as well as concerns in China from the HIN1.
influenza virus. Although we believe that ZADAXIN sales have returned to levels more consistent with our
established business, if distributors and hospitals that purchase ZADAXIN stockpile more ZADAXIN than
needed for current use, our sales of ZADAXIN may suffer as distributors and hospitals use ZADAXIN already in
their inventory before purchasing additional product from us. This could lead to uneven future revenue results for
ZADAXIN and in turn materially impact our cash flow and business condition.

We face risks related to the potential outcomes of the SEC investigation regarding FCPA compliance and
other matters and DOJ investigation regarding the FCPA including potential penalties, substantial
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expenses and the use of significant management time and attention, and changes in our marketing and
sales practices that could affect our ability to generate revenue, any of which could adversely affect our
business.

In August 2010, we received notices of investigations by US government agencies that relate to our
operations in China including compliance with the FCPA and we subsequently initiated an internal investigation
regarding these matters. In connection with the formal, non public SEC investigation, the SEC issued a subpoena
to us requesting documents regarding a range of matters including but not limited to documents relating to
potential payments or transfer of anything of value to regulators and government-owned entities in China;
documents relating to bids or contracts - with state or government-owned entities in China; documents relating to
intermediary or local agent of the Company in China; documents regarding the Company’s ethics and anti-
corruption policies, training, and audits; and documents relating to certain Company financial and other
disclosures made by the Company. The DOJ is currently conducting an investigation of us in connection with
compliance with the FCPA, as to which they have advised us that the DOJ has information about the Company’s
practices suggesting possible violations. We have been cooperating with, and will continue to cooperate with, the
investigations by and inquiries from the SEC and DOJ. In response to these matters, our Board of Directors
appointed the Special Committee of independent directors to oversee our response to the government inquiry.
The Special Committee conducted an independent investigation as to matters reflected in and arising from the
SEC and DOJ investigations including, but not limited to, certain sales and marketing matters in China, in order
to evaluate whether any violation of the FCPA or other laws occurred.

The Special Committee has substantially concluded its investigation and reached a number of findings,
including that we lacked appropriate internal controls to assure compliance with laws, including the FCPA, with
respect to-sales and marketing practices including payments for, or reimbursement of, third party gifts, travel and
entertainment expenses, and sponsorships of certain conferences and symposia. The Special Committee
identified evidence of sales and marketing activities that might constitute potential violations of the FCPA. We
are undertaking certain remedial measures recommended by the Special Committee and adopted by our Board of
Directors. However, the SEC’s and DOJ’s formal investigations are continuing.

We are unable to predict what consequences, if any, that any investigation by any regulatory agency or by
our Special Committee may have on us. These and any other regulatory investigations and our cooperation with
them will result in substantial legal and accounting expenses, and has diverted management’s attention from
other business concerns and could harm our business. If we fail to comply with regulations or to carry out
controls on our Chinese or other foreign operations in a manner that satisfies all applicable laws, our business
would be harmed. Any civil or criminal action commenced against us by a regulatory agency could result in
administrative orders against us, the imposition of significant penalties and/or fines against us, and/or the
imposition of civil or criminal sanctions against certain of our officers, directors and/or employees. The
investigations, results of the investigations, or remedial actions we may take, if any, as a result of such
investigations, may adversely affect our business in China. If we are subject to an adverse finding resulting from
the SEC and DOJ investigations, or from our own independent investigation, we could be required to pay
damages or penalties or have other remedies imposed upon us. In addition, we will incur additional expenses
related to remediative measures we are undertaking, and could incur fines or other penalties. The period of time -
necessary to resolve the investigations by the DOJ and the SEC is uncertain, and these matters could require
significant management and financial resources which could otherwise be devoted to the operation of our
business.

If we fail to maintain an effective system of internal controls, we may not be able to accurately report our
financial results. As a result, current and potential stockholders could lose confidence in our financial
reporting; which would harm our business and the trading price of our stock.

Effective internal controls are necessary for us to provide reliable financial reports and to protect from
fraudulent, illegal or unauthorized transactions. If we cannot provide effective controls and reliable financial
reports, our business and operating results could be harmed. Moreover, as a US-based corporation doing business’
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in China, these controls often need to satisfy the requirements of Chinese law as well as the requirements of US
law which frequently differ in certain aspects. We have in the past discovered, and may in the future discover,
areas of our internal controls that need improvement. For example, our management determined that as of
December 31, 2010, we had two material weaknesses in our internal control over financial reporting that had not
been remediated. In addition, we determined that our disclosure controls were not working-effectively as of
December 31, 2010. The material weaknesses related to our controls over (i) our implementation of our policy on
compliance with laws and (ii) our accounting for income taxes, as discussed in Part IT, Item 9A “Changes in
Internal Controls” of this Form 10-K. Although these material weaknesses were remediated as of December 31,
2011, and we continue to work on improvements to our internal controls, there can be no assurance that these or
other material weaknesses will not occur in the future. Any failure to implement and maintain controls over our
financial reporting, or difficulties encountered in the implementation of improvements in our controls, could
cause us to fail to meet our reporting obligations. Any failure to improve our internal controls or to address
identified weaknesses in the future, if they were to occur, could also cause investors to lose confidence in our
reported financial information, which could have a negative impact on the trading price of our stock. New
legislation may impact our financial position or results of operations.

Compliance with changing regulations concerning corporate governance and public disclosure has resulted
in and may continue to result in additional expenses. Changing laws, regulations and standards relating to
corporate governance and public disclosure, including the Sarbanes-Oxley Act of 2002, new SEC regulations and
The NASDAQ Stock Market rules, are creating uncertainty for companies such as ours and costs are increasing
as a result of this uncertainty and other factors. We are committed to maintaining high standards of corporate
governance and public disclosure. As a result, we intend to invest all reasonably necessary resources to comply
with evolving standards, and this investment has and may continue to result in increased general and
administrative expenses and a diversion of management time and attention from revenue-generating activities to
compliance activities. :

We are at risk of additional securities class action and derivative lawsuits.

Securities class action and derivative lawsuits are often filed against public companies following a decline
in the market price of their securities. We were sued recently after our announcement regarding SEC and DOJ
investigations and we and certain of our officers and directors have been named as parties in purported
stockholder class actions and derivative lawsuits. The class action lawsuits have been dismissed and we have
settled the derivative lawsuits. However, we may be named in additional litigation, all of which will require
significant management time and attention and result in significant legal expenses and may result in an
unfavorable outcome which could have a material adverse effect on-our business, financial condition, results of
operations and cash flows. We may experience stock price volatility in the future, either related to
announcements regarding the SEC and DOJ investigation, our own investigations related thereto or other matters.
This risk is especially relevant for us because biotechnology companies have experienced greater than average
stock price volatility in recent years. Such litigation could result in additional substantial costs and a diversion of
management’s attention and resources, which could harm our business.

We may not be able to successfully develop or commercialize our products in China or the US.

Following the acquisition of NovaMed, we have numerous products under development in China, and
during 2011 we were developing SCV-07, a small molecule synthetic peptide with immunomodulating
properties, in a phase 2b clinical trial in the US for the delayed onset of oral mucositis (“OM”).

Clinical trials and inherently risky and may reveal that our product candidates are ineffective or have
unanticipated side effects and/or drug interactions that may significantly decrease the likelihood of regulatory
approval. For example, in March 2012 we announced the discontinuation of our phase 2b clinical trial evaluating
SCV-07 for the delayed onset of OM. This decision was based on the results of a pre-planned interim analysis
that indicated that the trial would not meet the pre-specified efficacy endpoints, and we have no plans to proceed
with further development of SCV-07 at this time.
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The regulatory approval processes in the US, Europe and China are demanding, lengthy and expensive. We
have committed significant resources, including capital and time, to develop and seek approval for products under
development, and if we do not obtain approvals we are seeking, we may be unable to achieve any revenue from
these products. All new drugs, including our product candidates, are subject to extensive and rigorous regulation by
the FDA, SFDA and similar regulatory agencies. These regulations govern, among other things, the development,
testing, manufacturing, labeling, storage, pre-market approval, importation, advertising, promotion, sale and
distribution of our products. These regulations may change from time to time and new regulations may be adopted.

Satisfaction of government regulations may take several years and the time needed to satisfy them varies
substantially based on the type, complexity and novelty of the pharmaceutical product. As a result, government
regulation may cause us to delay the introduction of, or prevent us from marketing, our existing or potential
products for a considerable period of time and impose costly procedures upon our activities. We have
experienced delays in the regulatory process and continue to experience delays, and there exists risk that we may
not receive approval, including with the approval process for DC Bead. In addition, the Chinese government is
increasing its efforts to reduce overall health care costs, including pricing controls on pharmaceutical products.
We cannot determine what the potential government pricing\constraints are likely to be for products in -
development in advance. Therefore, we may be required to abandon the development or commercialization of a
product after significant effort and expense if we determine at any time that trends in government pricing
constraints will make the commercialization of a product unprofitable.

To fully develop these products and other products we may acquire, substantial resources are required for
extensive research, development, pre-clinical testing, clinical trials, and manufacturing scale-up and regulatory
approval prior to the potential products being ready for sale. We cannot assure that our efforts will produce
commercially viable products. We face significant technological risks inherent in developing these products. We
may also abandon some or all of our proposed products before they become commercially viable. We are
obligated to make a milestone payment upon regulatory approval of certain products under development. If any
of our products, even if developed and approved, cannot be successfully commercialized in a timely manner, our
business will be harmed and the price of our stock may decline. -

Market acceptance of any product that is successfully developed and approved will depend on many factors,
including our ability to convince prospective customers to use our products as an alternative to other treatments
and therapies. In addition, doctors must opt to use treatments involving our products. If doctors elect to use a
different course of treatment, demand for our drug products would be reduced. In addition, for certain products
we may need to convince partners to manufacture or market our products Failure to do any of the above will lead
to an unfavorable outcome on the results of our operations.

Our success is dependent upon the success of our sales and marketing efforts in China, and we may
experience difficulties in complying with regulations, slow collections or other matters that could adversely
affect our revenue in China.

Following the acquisition of NovaMed, we have numerous products on the market in China in addition to
ZADAXIN. Our future revenue growth depends to a great extent on increased sales of ZADAXIN to China and
the successful integration and increased sales of the products promoted or marketed by NovaMed. If we fail to
continue to successfully market ZADAXIN or NovaMed’s product portfolio, our revenue and operating results
will be limited. If unexpected and serious adverse events are reported, or if expected efficacy results are not
achieved, it would have a material adverse effect on our business.

Our sales are concentrated in China and we face risks relating to operating in a China, including pricing and
other regulations, slow payment cycles and exposure to fluctuations in the Chinese economy.

The Chinese government is increasing its efforts to reduce overall health care costs, including pricing
controls on pharmaceutical products. Individual provinces in China and, in some cases, individual hospitals can
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and have established pricing requirements for a product to be included on formulary lists. The process and timing
for any price restrictions is-unpredictable, but we do anticipate that some price reduction will be imposed.
Further, the successful sales and marketing of all of NovaMed’s products requires continuing compliance with
other regulations in China relating to the import, manufacture, approval and distribution of products and if we or
our -partners are not able to obtain or maintain necessary licenses or other approvals, our operations would be
adversely affected. :

We experience other issues with managing sales operations in China including long payment cycles,
potential difficulties in timely accounts receivable collection and, especially from significant customers,
fluctuations in the timing and amount of orders and the adverse effect of any of these issues on our business
could be increased due to the concentration of our business with a small number of distributors. Problems with
collections from, or sales to, any one of those distributors could materially adversely affect our results.
Operations in foreign countries including China also expose us to risks relating to difficulties in enforcing our
proprietary rights, currency fluctuations and adverse or deteriorating economic conditions. If we experience
problems with these matters, or if significant p011t1ca1 economic or regulatory changes occur, our results-could
be adversely affected. : :

Our operations throughout the world including China are potentially subject to the laws and regulations of
the US including the FCPA, in addition to the laws and regulations of the local countries. Regulation in China of
the activities in the pharmaceutical industry has increased and may continue to undergo significant and
unanticipated changes. A number of companies have faced significant expenses or fines as a result of the
increasing regulation of, and enforcement activity regarding, the pharmaceutical industry.

Currently all of our revenue is generated from customers located outside the US, and a substantial portion of
our assets, including employees, are located outside the US. US income taxes and foreign withholding taxes have
not been provided on undistributed earnings of non-US subsidiaries, because such earnings are intended to be
indefinitely reinvested in the operations of those subsidiaries. The US government may propose initiatives that
would substantially reduce our ability to defer US taxes including: repealing deferral of US taxation of foreign
earnings, eliminating utilization or substantially reducing our ability to claim foreign tax credits, and eliminating
various tax deductions until foreign earnings are repatriated to the US. If any of these proposals are constituted
into legislation, they could increase our US income tax liability and as a result have.a negative 1mpaet on our
financial position and results of operations.

Our business strategy is dependent in part upon our agreements with third parties for the rights to
develop and commercialize products, or promote products, particularly in China. If we fail to maintain -
such agreements, or if we fail to enter into additional agreements, our business will suffer.

Our sales and marketlng strategy in China depends mgmﬁcantly upon agreements with thl.l‘d pames and
potentially upon entering into additional agreements with third parties, or re-negotiating agreements with third
parties. Except for ZADAXIN, our rights to develop, market and sell our products in China, including the
products currently promoted or sold by our subsidiary, NovaMed, are held by us under license, promotion, -
distribution or marketing agreements with third parties. These agreements for products on the market including
DepaKine, Stilnox, Tritace and Aggrastat, and products in the regulatory review process, including DC Bead.and
several of NovaMed’s. products in clinical trial, are held under license, distribution or marketing agreements. In
addition, our success in the future may be dependent upon entering into similar agreements with other parties and
the renewal of any such agreements. The third parties to these agreements are generally not under an obligation
to renew the agreements. If any of these agreements are terminated, or if they are not renewed, our ability to
distribute, or develop, the products or product candidates could be terminated and our business could be
adversely affected. Renegotiation of agreements can also occur prior to discussions of contract renewals. We .
have had disputes with collaborators in the past, and are in negotiations regardlng disputes with current
collaborators regarding product candidates in the regulatory approval process. We are currently in-a dispute with
MEDA regarding our agreement with MEDA which, if not resolved favorably to us, would prevent us from
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distributing Tramadol in China which would adversely affect our future revenues. See Part I, Item 3 “Legal
Proceedings”. Such disputes have arisen, and may arise in the future over the performance of each party’s
obligations under the agreements, ownership rights to intellectual property, know-how or technologies developed
with our collaborators. Disputes with collaborators or licensors or others could cause us to incur legal costs and
could result in the loss of rights to products, loss of potential revenue, or other disruptions in our business.

All of our products were originally obtained by us under licenses, promotion, distribution or similar third-
party agreements. We do not conduct product discovery and our ability to bring new products to market is
dependent upon our entering into additional acquisition, in-licensing, promotion or distribution agreements,
particularly in China. The competition for attractive products is intense, and we cannot assure you that we will be
able to negotiate in-license, promotion or d1str1but1on agreements for additional products in the future on
acceptable terms, if at all. : :

We may lose market share or otherwise fail to compete effectively in the intensely competitive
pharmaceutical mdustry

Competition in the phannaceutlcal industry in China is intense, and we beheve that competition will
increase. Our success depends on our ability to compete in this industry, but we cannot assure you that we will be
able to successfully compete with our competitors. Increased competitive pressure could lead to intensified price-
based competition resulting in lower prices and margins, which would hurt our operating results. We cannot
assure you that we will compete successfully against our competitors or that our competitors, or potential
competitors, will not develop drugs or other treatments for our targeted indications that will be superior to ours.

We depend on sales to China, and global conditions could negatively affect our operatmg results or limit
our ability to expand our operations in and outside of China. Changes in China’s political, social,
regulatory and economic environment may affect our financial performance. ’

Our business is concentrated in China. Heightened tensions resulting from the current geopolitical
conditions in the Middle East, North Korea and elsewhere could worsen, causing disruptions in foreign trade,
which would harm our sales. In particular, our commercial product is manufactured in Europe and distributed by
us from our operations in Hong Kong. Any disruption of our supply and distribution activities due to geopolitical
conditions could decrease our sales and harm our operatmg results.

With respect to China, our financial perfo‘rmance may be affected by changes in China’s political, social,
regulatory and economic environment. The role of the Chinese central and local governments in the Chinese
economy is significant. Chinese policies toward economic liberalization, and laws and policies affecting foreign
companies, currency exchange rates and other matters could change, resulting in greater restrictions on our
ability to do business in China. Any imposition of surcharges or any increase in Chinese tax rates could hurt our
operating results. The Chinese government could revoke, terminate or suspend our license for national security
and similar reasons without compensation to us. If the government of China were to take any of these actions, we
would be prevented from conducting all or part of our business. Any failure on our part to comply with
governmental regulations could result in the loss of our ability to market our products in China.

Because of China’s tiered method of importing and distributing finished pharmaceutical products, our
quarterly results may vary substantially from one period to the next. :

Imported products in China, including ZADAXIN and NovaMed’s imported products, are distributed
through a tiered method to import and distribute finished pharmaceutical products. Promoted products are
typically sold from our partner companies within China to the primary distributor with the following distribution
being the same for imported as well as promoted products. At each port of entry, and prior to moving the product
forward to the distributors, government-licensed importing agents must process and evaluate each imported
product shipment to determine whether it satisfies China’s quality assurance requirements. In order to efficiently -
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manage this process, the importing agents typically place large, and therefore relatively few, orders within an
annual period. Therefore, sales to an importing agent can vary substantially from quarter to quarter depending on
the size and timing of the orders, which has in the past and may in the future cause our quarterly results to
fluctuate. We rely on a limited number of importers, in any given quarter, to supply our products and most of our
ZADAXIN sales are now through two importers so our receivables from those importers are material, and if we
were unable to collect receivables from those importers or any other importer, our business and cash-flow would
be adversely affected. Our importers are not obligated to place purchase orders for our product, and if they

- determined for any reason not to place purchase orders, we would need to seek alternative licensed importers,
which could cause fluctuations in our revenue.

The existence of counterfeit pharmaceutical products in China’s pharmaceutical retail market may
damage our brand and reputation and have a material adverse effect on our business, financial condition,
results of operations and prospects.

Certain medicine products distributed or sold in China’s pharmaceutical retail market, including those
appearing to be our products, may be counterfeit. Counterfeit products are products sold under the same or very
similar brand names and/or having a similar appearance to genuine products. Counterfeit products, including
counterfeit pharmaceutical products, are a significant problem in China. Such products divert sales from genuine
products, often are of lower cost, often are of lower quality (having different ingredients or formulations, for
example), and have the potential to damage the reputation for quality and effectiveness of the genuine product.
The counterfeit pharmaceutical product regulation control and enforcement system in China is not able to
completely eliminate production and sale of counterfeit pharmaceutical products. Any sale of counterfeit
products resulting in adverse side effects to consumers may subject us to negative publicity and expenses. It
could have a material adverse effect on our business, financial condition, results of operations and prospects.

We may be subject to currency exchange rate fluctuations, which could adversely affect our financial
performance.

A majority of our product sales are denominated in US dollars and a significant portion of our sales and
expenses are denominated in renminbi. Fluctuation in the US dollar exchange rate with:local currency directly
affects the customer’s cost for our product. In particular, a stronger US dollar vis-a-vis the local currency would
tend to have an adverse effect on sales and potentially on collection of accounts receivable. China currently
maintains the value of the renminbi in a narrow currency trading band that may or may not fluctuate based upon
government policy. Depending on market conditions and the state of the Chinese economy, China has inteirvened
in the foreign exchange market in the past to prevent significant short-term fluctuations in the renminbi exchange
rate, and it could make future adjustments, including moving to a managed float system, with opportunistic
interventions. This reserve diversification may negatively impact the US dollar and US interest rates. A trendto a
stronger US dollar would erode margins earned by our Chinese importers and prompt them to ask us to lower our
prices. A weaker US dollar would increase our in-country China operating expenses, and with the addition of
NovaMed; our China operating expenses have increased. We are subject to currency exchange rate fluctuations
as a result of expenses incurred by our foreign operations. In particular, one of our supply arrangements under
which we purchase finished products is denominated in euros and costs of our operations in China are paid in
local currency. Consequently, changes in exchange rates could unpredictably and adversely affect our operating
results and could result in exchange losses. To date, we have not hedged against the risks associated with
fluctuations in exchange rates and, therefore, exchange rate fluctuations could have a material adverse impact-on
our future operating results and stock price.

We cannot predict the safety profile of the use of thymalfasin, Depakine, or other drugs we may develop
when used in combination with other drugs.

Many of our prior trials involve the use of thymalfasin in combination with other drugs. We cannot predict
how thymalfasin, Depakine, or other drugs we may develop will work with other drugs, including causing
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possible adverse side effects not directly attributable to the other drugs that could compromise the safety profile
of thymalfasin, Depakine, or other drugs we may develop when used in certain combination therapies.

If third-party reimbursement is not available or patients cannot otherwise pay for ZADAXIN, Depakine,
or other drugs we may develop we may not be able to successfully market them.

Significant uncertainty exists as to the reimbursement status of therapeutic products, such as ZADAXIN and
Depakine or other drugs we may develop. We cannot assure you that third-party insurance coverage and
reimbursement will be available for therapeutic products we might develop. Although ZADAXIN receives some
limited reimbursement in certain provinces in China, we cannot assure you that we will be able to maintain
existing reimbursements or increase third-party payments for ZADAXIN or obtain third-party payments for other
products which we sell or develop in China. The failure to obtain or maintain third-party reimbursement for our
products would harm our business. Further, we cannot assure you that additional limitations will not be imposed
in the future in the US or elsewhere on drug coverage and reimbursement due to proposed health care reforms. In
many emerging markets where we have marketing rights to ZADAXIN, but where government resources and per
capita income may be so low that our products will be prohibitively expensive, we may not be able to market our
products on economically favorable terms, if at all.

Efforts by governmental and third-party payers to contain or reduce health care costs or the announcement
of legislative proposals or reforms to implement government controls could cause us to reduce the prices at
which we market our drugs, which would reduce our gross margins and may harm our business.

We rely on third parties who are our sole source suppliers for our clinical trial and commercial products
and their inability to deliver products that meet our quality-control standards could delay or harm one or
more important areas of our business including our sales, clinical trials or the regulatory approval process.

We rely on third parties, who are subject to regulatory oversight, to supply our commercial products. Any
deficiencies or shortages in supply of our commercial products would adversely affect our ability to realize our sales
plans. For example, the manufacturing of the raw material and the processing to finished product of ZADAXIN is
done in few batches in any given three-month period and any manufacturing errors have the potential to require a
product recall. We currently have only one approved finished vial manufacturer and two approved active
pharmaceutical ingredient (“API”) suppliers. If we experience a problem with the manufacturer or our suppliers our
sales may suffer. We and NovaMed have each experienced difficulties with obtaining product from manufacturers
in the past. During 2011, we experienced manufacturing delays related to repairs for general, non-production-related
facilities equipment at one of our API suppliers. During 2010, we experienced difficulties validating upgrades to
equipment with one of our API manufacturers. Although we are taking steps to ensure that such problems do not
continue, there is no assurance that we will either be successful in doing so with our current supplier or be able to
timely and cost-effectively qualify new suppliers for this component. Manufacturing interruptions or failure or delay
of product to meet quality assurance specifications could adversely affect shipments and recognition of sales of our
products in any period and impair our relationships with customers and our competitive position and may increase
the cost of material produced. In addition, each of the products that are marketed through our new NovaMed
subsidiary is manufactured by, or obtained from, a single source.

We also rely on third parties, who are subject to regulatory oversight, to supply drug product for our clinical
trials. For example, Biocompatibles is the sole supplier of DC Bead, Solvay Peptides S.A. is our sole supplier of
SCV-07, and Depakine, Stilnox, Tritace and other products in either finished product or active pharmaceutical
ingredient are manufactured by or for Sanofi-Aventis, Pfizer and other partners of our subsidiary, NovaMed. Any
unanticipated deficiencies in these suppliers, or the suppliers of our raw materials, and/or recall of the
manufacturing lots used in our clinical trials could delay the trials or detract from the integrity of the trial data
and its potential use in future regulatory filings. In addition, manufacturing interruptions or failure to comply
with regulatory requirements by any of these: suppliers could significantly delay clinical development of potential
products and reduce third-party or clinical researcher interest and support of proposed trials. These interruptions
or failures could also impede commercialization of our products and impair our competitive position.
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We rely on third parties for development of our products and the inability of any of these parties to
reliably, timely or cost-effectively provide us with their obligated services could materially harm the
timing of bringing our products to market and accordingly adversely affect our business.

We rely on third parties, such as contract research organizations, medical institutions, clinical investigators,
contract laboratories, and collaborative partners in the conduct of clinical trials for our product candidates. If
these parties, whom we do not control, do not successfully carry out their contractual duties or regulatory
obligations or meet expected deadlines or choose not to continue their relationship with us, if the third parties
need to be replaced, or if the quality or accuracy of the data they obtain is compromised due to the failure to
adhere to our clinical protocols or regulatory requirements or for other reasons, our pre-clinical or clinical
activities may be extended, delayed, suspended or terminated, and we may not be able to obtam regulatory
approval for, or successfully commercialize our product candidates.

Commercialization of some of our products depends on collaborations with others. If our collaborators are
not successful, or if we are unable to find future collaborators, we may not be able to properly develop and
commercialize our products.

We depend in part on our distributors and business partners to develop or promote our drugs, and if they are
not successful in their efforts or fail to do so, our business will suffer. For example, Biocompatibles is providing
SciClone with product samples and the necessary supporting documents to obtain regulatory approval in'China
for DC Bead. We generally do not have control over the amount and timing of resources that our business
partners devote to our collaborative efforts, and some have not always performed as or when expected. If they do
not perform their obligations as we expect, particularly obligations regarding clinical trials, our development
expenses would increase and the development or sale of our products could be limited or delayed, which could:
hurt our business and cause our stock price to decline. In addition, our relationships with these companies may
not be successful. Disputes may arise with our collaborators, including disputes over ownership rights to
intellectual property, know-how or technologies developed with our collaborators. We may not be able to
negotiate similar additional arrangements in the future to develop and commercialize ZADAXIN or other
products. :

If we are unable to retain our key personnel, or are unable to attract and retain additional, ll‘ighly skilled
and experienced personnel, including the ability to expand our sales staff, our business will suffer.

We are highly dependent upon our ability to attract and retain qualified personnel because of the
specialized, scientific and worldwide nature of our business. Further, we are also dependent on our ability to
appropriately staff these personnel in appropriate positions as our business fluctuates. There is intense
competition for qualified management, scientific, clinical, regulatory, and sales and marketing personnel in the
pharmaceutical industry.

There is significant turnover in the industry in China in particular, and we have also experienced turnover in
our sales personnel.

We may not be able to attract and retain the qualified personnel we need to grow and develop our business
globally. In addition, if we are unable to retain key personnel from the acquisition of NovaMed patticularly sales
and marketing personnel with expertise in the products they promote and regulatory personnel our business may
suffer and could result in our not achieving the anticipated benefits of the acquisition.

Conversely, in the event that we need to reduce the size of a patticular aspect of our business, we are also
dependent on our ability to make such adjustments while retaining suitably skilled personnel. Further, our efforts
to in-license or acquire, develop and commercialize product candidates for China require the addition of clinical
and regulatory personnel and the capabilities to expand our sales and marketing operation. In addition, we assign
numerous key responsibilities to a limited number of individuals, and we would experience difficulty in finding
immediate replacements for any of them were any one of them to choose to leave employment with us.
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We are undertaking corrective measures based upon the findings of our Special Committee relating to its
investigation of matters relating to the FCPA as well as relating to managements’ evaluation of internal control
over financial reporting which could have adverse effects on our business, including the loss of personnel, and
changes in marketing, sales and educational practices or programs. If we were unable to attract and retain
qualified personnel as needed or promptly replace those employees who are critical to our product development
and commercialization, the development and commercialization of our products would be adversely affected. At
this time, we do not maintain “key person” life insurance for any of our personnel.

We may need to obtain additional funding to support our long-term product development and
commercialization programs.

We believe our existing cash and investments and ongoing revenue generating business operations will be
sufficient to support our current operating plan for at least the next 12 months. However, we used $21.3 million
of our cash and cash equivalents, net of cash acquired, to acquire NovaMed, have incurred substantial investment
banking, legal and other fees, some of which will continue and the potential earn-out payments related to the -
acquisition, if targets are met, could be up to $43.0 million in cash. In addition, in October 2011 we announced
that our Board of Directors has approved a share repurchase program that authorizes the Company to repurchase
up to $20 million of its outstanding common stock over twenty-four months. Further, we may use cash to acquire
additional product rights or for future acquisitions. Our ability to achieve and sustain operating profitability is
dependent on numerous factors including our ability to achieve our goal of increasing sales of ZADAXIN,
securing regulatory approval for DC Bead in China, and for our other products and products we acquired as a
result of the NovaMed acquisition, the execution and successful completion of clinical trials in China, securing
partnerships for those programs that lead to regulatory approvals in major pharmaceutical markets, and
successfully continuing NovaMed’s sales and integrating NovaMed into our business. We cannot assure you that
such funds from operating activities will be sufficient, or that we will attain profitable operations in future
periods. In addition, we intend to develop other products and we may need additional funds in the future to
support such development and to support future growth and achieve profitability. If we need to raise additional
funds in the future and such funds are not available on reasonable terms, if at all, our commercialization efforts
may be impeded, our revenues may be limited and our operating results may suffer.

We are subject to the risk of increased income taxes which could reduce our future operating income.

We have structured our operations in a manner designed to maximize income in countries where:
* tax incentives have been extended to encourage foreign investment; or

e income tax rates are low.

Our taxes could increase if certain tax holidays or incentives are not renewed upon expiration, or if tax rates
applicable to.us in such jurisdictions are otherwise increased. For example, on March 16, 2007, the Chinese
government passed a unified enterprise income tax law which became effective on January 1, 2008. Among other
things, the law cancels many income tax incentives previously applicable to one of our subsidiaries in China. The
law provides a transition rule which increased the tax rate of one of our subsidiaries in China over a 5 year period
to 25% by 2012. The law also increased the standard withholding rate on earnings distributions to between 5%
and 10% depending on the residence of the shareholder. The ultimate effect of these and other changes in
Chinese tax laws on our overall tax rate will be affected by, among other things, our China income, the manner in
which China interprets, implements and applies the new tax provisions, and by our ability to qualify for any
exceptions or new incentives. :

In addition, the Company. and its subsidiaries are regularly subject to tax return audits and examinations by
various taxing jurisdictions, particularly in the US and China. In determining the adequacy of our provision for
income taxes, we regularly assess the likelihood of adverse outcomes resulting from tax examinations. While it is
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often difficult to predict the final outcome or the timing of the resolution of a tax examination, we believe that
our reserves for uncertain tax benefits reflect the outcome of tax positions that are more likely than not to occur.:
However, we cannot be certain that the final determination of any tax examinations will not be materially
different than that which is reflected in our income tax provisions and accruals. Should additional taxes be
assessed as a result of a current or future examination, there could be a material adverse effect on our tax
provision, operating results, financial position and cash flows in the perlod or periods for which that
determination is made.

If we fail to protect our products, technologies and trade secrets, we may not be able to successfully use,
manufacture, market or sell our products, or we may fail to advance or maintain our competitive position,
and we have limited intellectual property protection in China.

Our success depends significantly on our ability to obtain and maintain meaningful patent protection for our
products and technologies and to preserve our trade secrets. Our pending patent applications may not result in the
issuance of patents in the future. Our patents or patent applications may not have priority over others’
applications. Our existing patents and additional patents that may be issued, if any, may not provide a
competitive advantage to us or may be invalidated or circumvented by our competitors. Others may
independently develop similar products or design around patents issued or licensed to us. Patents issued to, or
patent applications filed by, other companies could harm our ability to use, manufacture, market or sell our
products or maintain our competitive position with respect to our products. Although many of our patents
relating to thymalfasin have expired, including composition of matter patents, we have rights to other patents and
patent applications relating to thymalfasin and thymalfasin analogues, including method of use patents with
respect to the use of thymalfasin for certain indications. Additionally, thymosin alpha 1 (“thymalfasin”), the
chemical composition of thymalfasin, has received Orphan Drug designation in the US for the treatment of stage
2b through stage 4 melanoma. If other parties develop generic forms of thymalfasin for other indications,
including conducting clinical trials for such indications, our patents and other rights might not be sufficient to
prohibit them from marketing and selling such generic forms of thymalfasin. If other parties develop analogues
or derivatives of thymalfasin, our patents and other rights might not be sufficient to prohibit them from marketing
these analogues or derivatives.

Pharmaceutical products are either not patentable or have only recently become patentable in some of the
countries in which we market or may market thymalfasin. We do not have composition patent claims directed to
the same form of thymalfasin currently marketed in China, our largest market, although we do have other type of
patent claims, pending or issued, directed to other aspects of thymalfasin therapy. Other companies market
generic thymalfasin in China, sometimes in violation of our patent, trademark or other rights which, to date, we
have defended by informing physicians and hospitals of the practice. Past enforcement of intellectual property
rights in many of these countries, including China in particular, has been limited or non-existent. Future
enforcement of patents and proprietary rights in many other countries will likely be problematic or unpredictable.
Moreover, the issuance of a patent in one country does not assure the issuance of a similar patent in another
country. Claim interpretation and infringement laws vary by nation, so the extent of any patent protection is
uncertain and may vary in different jurisdictions. '

If we are involved in intellectual property claims and litigation, the proceedings may divert our resoufces
and subject us to significant liability for damages, substantial litigation expense and the loss of our
proprietary rights.

Our commercial success depends in part on our not infringing valid, enforceable patents or proprietary .
rights of third parties, and not breaching any licenses that may relate to our technologies and products. In
addition, we may not be aware of all patents or patent applications that may impact our ability to make, use or
sell any of our potential products. For example, US patent applications may be kept confidential for 12 or more
months while pending in the Patent and Trademark Office, and patent applications filed in foreign countries are
often first published nine months or more after filing. It is possible that we may unintentionally infringe these
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patents or other patents or proprietary rights of third parties. We may in the future receive notices claiming
infringement from third parties as well as invitations to take licenses under third-party patents. Any legal action
against us or our collaborative partners claiming damages and seeking to enjoin commercial activities relating to
our products and processes affected by third-party rights may require us or our collaborative partners to obtain
licenses in order to continue to manufacture or market the affected products and processes. Our efforts to defend
against any of these claims, regardless of merit, would require us to devote resources and attention that could
have been directed to our operations and growth plans. In addition, these actions may subject us to potential
liability for damages. We or our collaborative partners may not prevail in a patent action and any license required
under a patent may not be made available on commercially acceptable terms, or at all: Any conflicts resulting
from the patent rights of others could significantly reduce the coverage of our patents and limit our ability to
obtain meaningful patent protection.

If other companies obtain patents with conflicting claims, we may be required to obtain licenses to those
patents or develop or obtain alternative technology to manufacture or market the affected products and processes.
We may not be able to obtain any such licenses on acceptable terms or at all. Any failure to obtain such licenses
could delay or prevent us from pursuing the development or commercialization of our potential products. Our
efforts to defend against any of these claims would require us to devote resources and attention that could have
been directed to our operations and growth plans.

We may need to initiate litigation, which could be time-consuming and expensive, to enforce our
proprietary rights or to determine the scope and validity of others’ rights. If litigation results, a court may find
our patents or those of our licensors invalid or may find that we have infringed on a competitor’s rights. If any of
our competitors have filed patent applications in the US which claim technology we also have invented, the
Patent and Trademark Office may require us to participate in expensive interference proceedings to determine
who has the right to a patent for the technology. These actions may subject us to potential liability for damages.
We or our collaborative partners may not prevail in a patent action -and any license required under a patent may
not be made available on commercially acceptable terms, or at all.

Substantial sales of our stock or the exercise or conversion of options or convertible securities may impact
the market price of our common stock.

Sigma-Tau and affiliates hold a substantial amount of our stock. The stock is freely tradable and Sigma-Tau
is not under any obligation to SciClone which would prevent it from selling some or all of the stock it holds
except for applicable US insider trading regulations with respect to possession of material non-public information
by Sigma-Tau or its officers and directors., Sigma-Tau affiliates include individuals as well as Sigma-Tau and
related corporate entities. Any of such persons or entities may make their own decisions regarding their holdings
of our common stock and could make individual decisions to sell such as a result of their individual tax planning,
estate planning or corporate reorganizational reasons.

On March 15, 2012, we filed a Form S-3 Shelf registration with the SEC which if and when declared
effective by the SEC and will allow us to sell securities in one or more offerings. In addition, we issued
8,298,110 shares of the Company’s common stock to NovaMed under the terms of the acquisition in April 2011
and former NovaMed stockholders own approximately 15% of our outstanding common stock after the
transaction. We have granted registration rights for those shares and the shares are freely tradable, however not
more than 25% of such shares may be sold in any three month period thereafter. Although the shares will
continue to be subject to such limitations until October 2012, sales of the shares could lead to a decrease in the
market price of our common stock.

Future issuances of substantial amounts of our common stock could adversely affect the market price of our
common stock. Similarly, if we raise additional funds through the issuance of common stock or securities
convertible into or exercisable for common stock or sell equity in a subsidiary, the percentage ownership of our
present stockholders of the respective entities will be reduced and the price of our common stock may fall.
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Our cash and investments are subject to certain risks whlch could materially adversely affect our overall -
financial posmon. : .

We invest our cash in accordance with an established internal policy and customarily in instruments which .
historically have been highly liquid and carried relatively low risk. However, with turmoil in the credit markets,
similar types of investments have experienced losses in value or liquidity issues which differ from their historical
pattern. For example, we routinely have invested in money market funds with large financial institutions. One or -
more of these funds could experience losses or liquidity problems and, although to date some of the largest
financial institutions who sponsor such funds have offset similar losses, there is no assurance that our financial
institutions would either not incur losses or would offset any losses were they to.occur.

Any adjustment to decrease the ratings of our investments by an Interest Rate Rating Agency may have a
negative impact on the value of our investments.

Should any of our cash investments permanently lose value or have their liquidity impaired, it would have a
material and adverse effect on our overall financial position by imperiling our ability to fund our operations and
forcing us to seek additional financing sooner than we would otherwise and such ﬁnancihg may not be available
on commercially attractive terms.

In addition, financial instruments may subject us to a concentration of credit risk. Most of our cash, and cash
equivalents are held by a limited number of financial institutions. To date, we have not experienced any losses on
our deposits of cash and cash equivalents. However, if any of these instruments permanently lost value or had
their liquidity impaired, it would also have a material and adverse effect on our overall financial position
by imperiling our ability to fund our operations and forcing us to seek additional financing sooner than we would
otherwise and such financing may not be available on commerc1a11y attractive terms.

Anti-takeover provisions in our charter documents and under Delaware law may make an acqulsltlon of
us, which may be beneficial to our stockholders, more difficult.

Certain anti-takeover provisions of Delaware law and our charter documents as currently in effect may: make
a change in control of our company more difficult, even if a change in control would be beneficial to our-
stockholders. Our charter documents contain certain anti-takeover provisions, including provisions in our
certificate of incorporation providing that stockholders may not cumulate votes, stockholders’ meetings may be
called by stockholders only if they hold 25%.or more of our common stock and provisions in our bylaws
providing that the stockholders may not take action by written consent. Additionally, our Board of Directors has
the authority to issue 10 million shares of preferred stock and to-determine the terms of those shares of stock
without any further action by the stockholders. The rights of holders of our common stock are subject to the’
rights of the holders of any preferred stock that may be issued. The issuance of preferred stock could make it
more difficult for a third-party to acquire a majority of our outstanding voting stock. Delaware law also prohibits -
corporations from engaging in a business combination with any holders of 15% or more of their capital stock
until the holder has held the stock for three years unless, among other possibilities; the board of directors
approves the transaction. Our Board of Directors may use these provisions to prevent changes in the management
and control of our company. Also, on December 18, 2006, our Board of Directors declared a dividend
distribution of one Preferred Stock Purchase Right (collectively, the “Rights”) for each outstanding share of our
Common Stock, each Right which entitles the registered holder to purchase from the Company one
one-thousandth of a share of the Company’s Series' D Preferred Stock, $0.001 par value, at a price of $25.00
pursuant to a Rights Agreement dated as of December 19, 2006, between the Company and Mellon Investor -
Services LLC. The Rights have certain anti-takeover effects. Under certain circumstances the Rights could cause
substantial dilution to a person or group who attempts to acquire the Company on terms not approved by our
Board of Directors. Although the Rights should not interfere with an acquisition of the Company approved by the
board, the Rights may have the effect of delaying and perhaps improving the terms of an acquisition for our
stockholders, or deterring an acquisition of the Company. Also, under applicable Delaware law, our Board of
Directors may-adopt additional anti-takeover measures in the future. :
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We may be subject to product liability lawsuits, and our insurance may be inadequate to cover damages.

Clinical trials of any of our current and potential products or the actual commercial sales of our product may
expose us to liability claims from the use of these products. ‘We currently carry product liability insurance.
However, we cannot be certain that we will be able to maintain insurance on acceptable terms, if at all, for
clinical and commercial activities or that the insurance would be sufficient to cover any potential product hability
claim or recall. If we fail to have sufﬁc1ent coverage, our business, results of operatlons and cash flows could be
adversely affected.

If we are unable to comply w1th enwronmental and other laws and regulations, our busmess may be
harmed.

We are subject to various federal, state and local laws, regulations and recommendations relating to the use, -
manufacture, storage, handling and disposal of hazardous materials and waste products (including radioactive
compounds and infectious disease agents), as well as safe working conditions, laboratory and manufacturing
practices and the experimental use of animals. The extent of government regulation that might result from future
legislation or administrative action in these areas cannot be accurately predicted.

We do not currently mamtam hazardous materials at our facilities. Whlle we outsource our research and
development programs involving the controlled use of blohazardous ‘materials, if in the future we conduct these
programs ourselves, we might be required to incur significant cost to comply with environmental laws and
regulations. Further, in the event of an accident, we would be liable for any damages that result, and the liability
could exceed our resources.

Our business and operations are subject to the risks of being based in particular locations known for
earthquakes, other natural catastrophic disasters and serv1ce mterruptlons

Our corporate headquarters are located in the Silicon Valley area of Northern California, a region known for
seismic activity. Although we maintain a disaster recovery policy that includes storage of important corporate
data in a different geographic region of the US, all of our significant corporate data is stored in our headquarters
facility and accordingly, a significant natural disaster, such as an earthquake, could have a material adverse
impact on our business, operating results, and financial condition. Most of our sales are into China for which we
maintain our warehouses for finished goods in Hong Kong, which can experience severe typhoon storms,
earthquakes or other natural catastrophic disasters. Although our distributors in China may maintain several
months supply of our product, were our warehouse capability to be interrupted, either through a natural disaster
such as flooding or through a service interruption, such as a lack of electricity to power required air conditioning,
our ability to timely deliver finished product to China could be adversely affected which in turn would materially
adversely affect our sales and ensulng operatmg results.

We may be affected by climate change and market or regulatory responses to climate change.

Climate change, including the impact of global warming, could have a material adverse effect on our results
of operations, financial condition, and liquidity if it were to disrupt the demand, supply or delivery of product,
management of our business, or result in cost increases as a result of government regulation.

Item 1B. Unresolved Staff Comments

None.

Item 2.  Properties

We currently lease approximately 22,000 square feet of office space for our corporate headquarters in Foster
City, California, approximately 42,000 square feet of office space in China, primarily in Beijing and Shanghai,
and lease approximately 2,000 square feet of combined office space in Hong Kong and Vietnam. We believe that
our existing facilities will be adequate for our.current needs and that additional space will be available as needed.

33



Item 3.. Legal Proceedings

In August 2010, a purported securities class action lawsuit was filed in the US District Court for the .
Northern District of California, naming us and certain of our officers as defendants In September 2010, a second
purported securities class action lawsuit was filed in the same court. The lawsults alleged violations of the
Securities Exchange Act of 1934, as amended, in connection with allegedly false, misleading and incomplete
statements issued by the defendants related to potential violations of the Foreign Corrupt Practices Act, our
reported revenues, income and sales growth, and marketing and sales activities. Plaintiffs sought damages, an
award of their costs and attorney’s fees, and injunctive and/or equitable relief on behalf of a purported class of
stockholders who purchased our common stock during the period between May 11, 2009 and August 10, 2010.
On October 27, 2010, the securities class action lawsuits were consolidated under the caption In re SciClone
Pharmaceuticals, Inc. Securities Litigation, Case No. CV 10-03584-JW, and the Court appointed lead plaintiffs.
Plaintiffs were ordered by the Court to file an amended consolidated complaint on or before November 29, 2010.
On November 24, 2010, before filing an amended complaint, the parties stipulated to the voluntary dismissal of
the case w1thout prejudice. Plaintiffs may re-file the complaint at a later date.

In September 2010, three derivative lawsuits were filed purportedly on behalf of the Company in California
Superior Court for the County of San Mateo naming certain of our officers and directors as defendants. These
derivative lawsuits were consolidated under the caption In re SciClone Pharmaceuticals, Inc. Shareholder
Derivative Litigation, Case No. CIV 499030 (“the Consolidated Action”). On August 1, 2011, a stockholder filed
a lawsuit in California Superior Court for the County of San Mateo purportedly on behalf of the Company under
the caption Emanuel v. Blobel, et al., Case No. CIV 507361. The Emanuel lawsuit names the same individuals as
defendants and asserts the same claims as in the Consolidated Action.

On October 3, 2011, the parties to the Consolidated Action reached an agreement to settle the lawsuit. The
Company agreed to adopt certain corporate governance measures, to be in effect for at least three years, and
agreed to the payment of approximately $2.5 million in attorney’s fees to counsel for the plaintiffs, with $2.5
million paid by SciClone’s insurers under its director and officer liability policy, subject to approval by the
Court. On December 13, 2011, the Court granted final approval of the settlement, including the payment of $2.5
million in attorney’s fees, and entered a final judgment dismissing all claims. The settlement also resolves the.
claims in the Emanuel action.

The SEC and the DOJ are each conducting formal investigations of us regarding a range of matters.
including the possibility of violations of the FCPA. We will continue to cooperate fully with the SEC and DOJ in
the conduct of their mvestlgatlons

In response to these matters, our Board appomted a Spec1al Committee of independent directors (the
“Special Committee”) to oversee our response to the government inquiry. Based on an initial review, the Special
Committee decided to undertake an independent investigation as to matters reflected in and arising from the SEC
and DOJ investigations including, but not limited to, certain sales and marketing matters in Chma in order to
evaluate whether any violation of the FCPA or other laws occurred.

During the investigation, the Special Committee instructed management to (i) evaluate and to expand the
Company’s training of employees regarding understanding and compliance with laws including the FCPA and
other anti-bribery laws and regulations, (ii) evaluate existing compliance and anti-bribery policies and guidelines
and to prepare new, more detailed policies and guidelines for implementation after review by our Board and/or
committees of the Board, (iii) implement a pre-approval policy for certain expenses including payments for, or
reimbursement of, travel and entertainment expenses, and sponsorships of certain third party events, and (iv) hire
a V1ce Pres1dent of Compliance and Internal Audit to monitor and enforce comphance with our pohcles

The Special Committee has substantially concluded its mvestlgatmn and on May 4 and 5, 2011 reported its
findings and recommendations to the Board of Directors. As part of its continuing cooperation with the ongoing
investigation of the SEC and the DOJ, the Special Committee has also reported findings to the SEC and DOJ.
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The SEC’s and DOJ’s formal investigations are continuing. These E:ontinuing investigations could result in
administrative orders against us, the imposition of significant penalties and/or fines against us, and/or the
imposition of civil or criminal sanctions against us or certain of our officers, directors and/or employees. We
cannot predict what the outcome of those investigations will be, or the timing of any resolution.

NovaMed is a party to a Distribution and Supply Agreement with MEDA. Following our acquisition of
NovaMed, NovaMed continued to perform this agreement; however, MEDA claimed it had a right to terminate
the agreement under a change of control provision. NovaMed dogs not believe that MEDA had a right of
termination under the agreement. NovaMed and MEDA have beén in negotiations since the acquisition regarding
potential amendments to the agreement that would resolve the disagreement. However no resolution was reached.
MEDA has notified NovaMed that the termination was effective as of May 2011, however as provided in the
agreement, disputes, including disputes regarding termination must be resolved in binding arbitration and the
matter is currently being submitted to arbitration. NovaMed continues to perform its obligations under the
agreement pending resolution of the dispute, and has notified MEDA that the dispute has been submitted to
arbitration. We cannot predict the outcome of this matter at this time.

Item 4. - Mine Safety Disclosures ’
4

\

Not applicable.
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- PARTII

Item 5. Market for the Registrant’s Common Equtty, Related Stockholder Matters and Issuer Purchases of
Equity Securities .

Our common stock trades on The NASDAQ Global Market of the NASDAQ Stock Market under the
symbol “SCLN.” - ‘ '

The following table sets forth the high and low sales pnces per share for the quarterly periods 1nd1cated as
reported by The NASDAQ Stock Market. The quotatlons shown represent inter-dealer prices without adjustment
for retail markups, markdowns or commissions, and may not necessarily reflect actual transactlons

Price Range

Common Stock
ﬂ Low
2011
0 Y 7 PP $4.86 $3.41
3rd quarter ......... T e e e e e e e e i e 6.88 3.70
200 QUATTET . . .ot 6.40 393
ISEQUAItET .. oove ettt i e 4.49 3.30
2010
Ath QUATTET . .ttt e ettt e e e $4.34  $2.55
Brd QUATTET ..ottt ettt e 3.67 2.08
200 QUATTET . . o o ettt e 4.50 2.65
A L0 (7= o 4.30 2.35
Stockholders

As of March 5, 2012, there were approximately 338 holders of record of our common stock and
57,847,367 shares of common stock issued and outstanding.

Dividends

We have not paid any dividends on our common stock during the fiscal years ended December 31, 2011,
2010, and 2009 and do not currently have plans to pay any cash dividends.

Securities Authorized for Issuance Under Equity Compensation Plans

The information required by Item 201(d) of Regulation S-K is incorporated by reference from the section
entitled “Securities Authorized for Issuance under Equity Compensation Plans” in Part III, Item 12 of this
Form 10-K.
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Purchases of Equity Securities by the Issuer and Affiliated Purchasers

Common stock repurchases in the fourth quarter of ﬁscal 2011 were as follows (in thousands, except
average price paid per share): ‘

Total Number Approximate
of Shares Dollar
: Purchased as Part Value of Shares
Total Average of Publicly that May Yet Be
Number Price Announced " Purchased
of Shares Paid Plans "~ Under the
Purchased per Share or Programs . Plans or Programs(1)
October 1, 2011 through October 31,2011 ........ — $ — — $20,000
November 1, 2011 through November 30, 2011 . 428 4.45 428 18,087
December 1, 2011 through December 31, 2011 353 4.47 353 16,504
Total Fiscal 2011 Fourth Quarter ............... Z§_1 4.46 zg

(1) In October 2011, we announced that our Board of Directors has approved a share repurchase program that
authorizes us to repurchase up to $20 million of our outstanding common stock over a twenty-four month
period. “Approximate Dollar Value of Shares that May Yet Be Purchased Under the Plans or Programs”-
reflects the $20 million share repurchase program announced in October 2011, less the $3.5 million we
purchased during the fourth quarter of fiscal 2011.

Performance Graph

The following line graph compares the annual percentage change in (i) the cumulative total stockholder
return on the Company’s Common Stock since December 31, 2006, with (ii) the cumulative total return on
(a) The NASDAQ Composite Index and (b) the NASDAQ Biotechnology Index. The comparison assumes (i) an
investment of $100 on December 31, 2006 in each of the foregoing indices and (ii) reinvestment of dividends, if
any. The stock price performance shown on the graph below is not necessarily indicative of future stock price
performance.
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Item 6.  Selected Financial Data

This section presents selected historical financial data for each of the last five fiscal years and is qualified by
reference to and should be read in conjunction with the consolidated financial statements and notes thereto
included elsewhere in this Annual Report on Form 10-K. The selected balance sheet data at December 31,2011
and 2010 and the selected statement of operations data for each year ended December 31, 2011, 2010, and 2009
have been derived from our audited financial statements that are included elsewhere in this report. The selected
balance sheet data at December 31, 2009, 2008, and 2007 and the selected statement of operations data for each
year ended December 31, 2008 and 2007 have been derived from our audited financial statements not included in
this report. Historical results are not necessarily indicative of the results to be expected in the future.

Year Ended December 31,
(in thousands, except per share data)
2011(1) 2010 . 2009 2008 2007

Statement of Operations data:
TOtal NELTEVEIUES .« « v v v vt eeee e eeaeaeaensnennnn $133,641 $85,112 $72,411 $54,113 $37,058
Netincome (I08S) . vvevvin e rnnennenns e 28464 21,081 11,945 (8,348) (9,948)
Basic netincome (loss) pershare . .............cccuunn $ 052 $ 044 $ 026 $ (0.18) $ (0.22)
Diluted net income (loss) per share ...... e $ 050 $ 043 $ 025 % (0.18) $-(0.22)
Shares used in computing: ' '

Basic net income (loss) pershare .. ............... 55,110 47,624 46,574 46,212 46,100

Diluted net income (loss) pershare ............... 57,387 49414 47,135 46212 46,100

As of December 31,
- 2011(1) . . 2010 2009 2008 2007
. (in thousands)

Balance Sheet data: . . o
Cash, cash equivalents, and short-term investments ... ... $ 67,018 $56,142 $31,333 $27,773 $35,209
Accounts receivable, netof allowance . ................ 42226 30,671 21,394 11,927 12,650
TOVENIOTIES & o v v e ve e et e ieein e eeee e enenaenans 8,813 7,078 10,149 6,056 5,579
Deferred tax assets, CUITENE . . ... vevnr v vieanenenens 1,732 — — — —
Intangible assets, net .........ooeiiiiiian, 45,185 — — —_ —
GoodWill . ..o ot e e s e 31,973 - — — —_ —
Total @SSELS « v vve e einr e e 200,326 97,807 66,900 51,905 58,659
Borrowing on lineof credit ...................olt. 2,500 2,500 — — —
Contingent consideration ............ ... 15,400 — — — —
Deferred tax liabilities .. ........ccovuiiireeneanenens 8,715 — — — —
Other long-term liabilities ............... .ot 469 990 979 779 341
Total stockholders’ equity ...........cooeueeeniennn 150,458 82,188 57,393 40903 47,259

(1) On April 18, 2011, we acquired NovaMed for approximately $24.6 million in cash, 8,298,110 shares of
SciClone common stock and a contingent right to receive additional cash consideration of up to $43.0
million (the “earn-out” or “contingent consideration”), based upon achievement of revenue and earnings
targets for the 2011 and 2012 fiscal years. Commencing April 18, 2011, the Company’s financial statements
include the assets, liabilities, and operating results of NovaMed. :
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Item 7. - Management’s Discussion and Analysis of Financial Condition and Results of Operations

This Management’s Discussion and Analysis of Financial Condition and Results of Operations should be
read in conjunction with the “Selected Financial Data” and our consolidated financial statements and related
notes thereto included elsewhere in this Annual Report on Form 10-K. This Management’s Discussion and
Analysis of Financial Condition and Results of Operations and other parts of this Annual Report on Form 10-K
contain forward- lookmg statements which involve risks and uncertainties. See “Note Regarding Forward-
Looking Statements” and “Risk Factors” contained in this Annual Report on Form 10-K.

Overview

SciClone Pharmaceuticals (NASDAQ: SCLN) is a revenue-generating, profitable, United States (“US”)-
based, China-focused, specialty pharmaceutical company with a substantial commercial business and a product
portfolio of therapies for oncology, infectious diseases, cardiovascular, urological, respiratory, and central
nervous system disorders. We are focused on continuing international sales growth through our strong sales and
marketing efforts and growing our profitability. Our business and corporate strategy is focused primarily on the
People’s Republic of China (“China”) where we have built a solid reputation and established a strong brand
through our many years of experience marketing our lead product, ZADAXIN. We believe our strengths position
us to benefit from the expansion of the pharmaceutical market in China. We believe China will rank second
among global pharmaceutical markets by 2016, with projected annual growth rates of 15-20% or more annually
over the next several years. We seek to grow sales of our current product portfolio in the region while we
leverage our strong balance sheet for future acquisitions and product in-licensing.

We acquired NovaMed Pharmaceuticals, Inc. (“NovaMed”) on April 18, 2011, and our results of operations
include the operations of NovaMed as of that date forward. We believe the NovaMed acquisition positions us as
a leading specialty pharmaceutical company in China, with key pharmaceutical assets, new therapeutic areas of
focus, an expanded management team, and a larger and stronger commercial infrastructure, including a combined
sales force of over 850 sales professionals. We aim to expand our presence in China by increasing revenues from
our key products, by in-licensing additional products, and by expanding our sales force to further penetrate the
market. Our broadened portfolio has 16 marketed products and spans major therapeutic areas including oncology,
infectious diseases, cardiovascular, urological, respiratory and central nervous system disorders. The acquisition
increased our portfolio of commercial and development stage products through exclusive licensing and
promotion agreements with a number of leading pharmaceutical companies. Since the acquisition, we have
operated in two segments which are generally based on the nature and location of our customers: 1) China and 2)
Rest of the World, including the US.

We have two categories of revenues: “product sales revenues” and “promotion services revenues”. Our
product sales revenues result from our proprietary and in-licensed products, including our lead product,
ZADAXIN, and products from Pfizer Inc. and Iroko Pharmaceuticals LLC. ZADAXIN has the highest margins
in our portfolio as it is a premium proprietary product sold exclusively by SciClone. Aggrastat®, an in-licensed
product which we recently began selling in China, also has higher margins than our promoted products and we
expect that revenues from this product will grow significantly as it further penetrates the China market. In
addition, we anticipate that new marketed products, when and if introduced, such as DC Bead®, Tramadol®, and
ondansetron RapidFilm®, will increase the future revenues and profitability of our growing pharmaceutical
business in China over the coming years: We recently received notification of the approval of Tramadol for use
in the treatment of moderate to severe pain. See Part I, Item 3 “Legal Proceedings” regarding the status of our
agreement with MEDA Pharma GmbH & Co. KG regarding Tramadol and other products in development. Our
“promotion services revenues” result from fees we receive for exclusively promoting products from certain
partners including Sanofi and Baxter International, Inc. in China. We recognize promotion services revenues as a
percentage of our collaborators’ product sales revenue for our exclusively promoted products such as Depakine®,
Stilnox®, and Tritace®. Over time, as additional proprietary or in-licensed products come to the market, we
expect our product mix will shift towards those higher margin products. '
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SciClone’s ZADAXIN (tliymalfasin) is approved in over 30 countries and may be used for the treatment of
hepatitis B (“HBV™), hepatitis C (“HCV™), as a vaccine adjuvant, and certain cancers according to the approvals
we have in these countries. In China, thymalfasin is also included in the treatment guidelines issued by the
Ministry of Health (“MOH”) for liver cancer. To continue to grow ZADAXIN sales to China, our sales force is
focused on increasing sales to the country’s largest hospitals (class 3 with over 500 beds) as well as midsize
hospitals (class 2). These hospitals serve Tier 1 and Tier 2 cities located mostly in the eastern part of China
which are the largest and generally have the most affluent populations. ZADAXIN’s list price in China is
currently under review by regulatory authorities. We anticipate that a price reduction may occur, and if a
substantial reduction in the list price occurs, our revenues and gross margins for ZADAXIN would be
substantially reduced. The timing and extent of a ZADAXIN price reduction is unknown.

SciClone’s marketed portfolio also includes Depakine, the most widely prescribed broad-spectrum anti-
convulsant in China; Tritace, an ACE inhibitor for the treatment of hypertension; Stilnox, a fast-acting hypnotic
for the short-term treatment of insomnia (marketed as Ambien® in the US); and Aggrastat, an intervention
cardiology product launched in 2009. SciClone is also pursuing the registration of several other therapeutic
products in China. '

We continue to look for in-licensing opportunities of approved or late-stage branded, well-differentiated -
products that if not yet approved, have a clear regulatory approval pathway in China based on existing regulatory
approval outside of China. Our preference is to in-license products with higher margins that can augment our
product sales revenue category, and we continue to explore opportunities to optimize our promotion services
revenues category. We are also working on the final stage of the regulatory approval in China for our in-licensed
candidate DC Bead, and on the approval process for our other product candidates, all of which are in clinical
trials or in other stages of the regulatory approval process in China.

During 2011, we were developing SCV-07 in a phase 2b clinical trial for the delayed onset of oral mucositis
(“OM”). On March 2, 2012, we announced the discontinuation of this trial based on the pre-planned interim
analysis results that indicated the trial would not meet the pre-specified efficacy endpoints, and our intention to
further curtail our US-based development efforts. : '

In December 2011, we announced that the California Superior Court for the County of San Mateo granted
final approval of a settlement reached by the parties to the consolidated derivative lawsuits against certain current
and former directors and officers of SciClone Pharmaceuticals, and against the Company as a nominal defendant.
Tn summary, the final settlement provides for the litigation to be dismissed with prejudice, the release of certain
known or unknown claims that have been or could have been brought later in court arising out of the same
allegations, and for the Company to adopt certain governance measures. In addition, the settlement provides for
the payment of approximately $2.5 million in attorney’s fees to counsel for the plaintiffs, with SciClone’s
insurers paying for substantially all such fees.

The United States Securities and Exchange Commission (“SEC”) and the United States Department of
Justice (“DOJ”) are each conducting formal investigations of SciClone regarding a range of matters including the
possibility of violations of the Foreign Corrupt Practices Act (“FCPA”). We will continue to cooperate fully with
the SEC and DOYJ in the conduct of their investigations. In response to these matters, our Board appointed a
Special Committee of independent directors (the “Special Committee”) to oversee our response to the -
government inquiry. The Special Committee has substantially concluded its investigation and on May 4 and 3,
2011 reported its findings and recommendations to the Board of Directors. As part of its continuing cooperation
with the ongoing investigation of the SEC and the DOJ, the Special Committee has also reported findings to the
SEC and DOJ. The SEC’s and DOJ’s formal investigations are continuing. These continuing investigations could
result in administrative orders against us, the imposition of significant penalties and/or fines against us, and/or
the imposition of civil or criminal sanctions against us or certain of our officers, directors and/or employees. We
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cannot predict what the outcome of those investigations will be, or the timing of any resolution. Refer to
Footnote 16 “Other Corporate Matters”, Part I, Item 3 “Legal Proceedings” and to Part II, Item 9A “Changes in
Internal Controls” in this Form 10-K for further information regarding the investigation and remedial measures,
related litigation, and the material weaknesses we have remediated. :

We believe our cash and investments as of December 31, 2011 and ongoing revenue generating business
operations will be.sufficient to support our current operating plan for at least the next 12 months. Our results may
fluctuate from quarter to quarter and we may report quarterly losses in the future.

Results of Operations
Revenues:

The following table summarizes the year over year changes in our product sales and promotion services
revenues (in thousands): ’

Years Ended December 31,
2011 Change 2010 Change 2009
ProductSales ............... ... .. ..., $113,027 33% $85,112 18% $72,411
Promotion Services ............ ..., 20,614 - 100% - — — —
Total NetRevenues ................. 133,641 ' 57% 85,112 18% 72,411

Product sales were $113.0 million, $85.1 million and $72.4 million for the years ended December 31, 2011,
2010, and 2009, respectively. The increases of $27.9 million, or 33%, for the year ended December 31, 2011
compared to 2010, and $12.7 million, or 18%, for the year ended December 31, 2010 compared to 2009 were
primarily attributable to increased sales of ZADAXIN. The increase in the 2011 period was also related to the
addition of NovaMed product sales as a result of the acquisition of NovaMed. ZADAXIN sales were $104.8
million for the year ended December 31, 2011, compared to $85.1 million and $72.4 million for the years ended
December 2010 and 2009. Our overall ZADAXIN revenue growth was attributable to an increase in the quantity
of ZADAXIN sold primarily due to further market penetration in China.

Promotion services revenue of $20.6 million for the year ended December 31, 2011 reflects the addition of
NovaMed promotion services as a result of the acquisition of NovaMed and was related to the distribution of
products under promotional contracts.

Total revenues attributable to China were $130.0 million, $82.0 million and $69.7 million, or 97%, 96%,
and 96% of sales for the years ended December 31, 2011, 2010, and 2009, respectively.

For the year ended December 31, 2011, sales to three importing or distributor agents in China accounted for
approximately 61%, 15% and 14% of our revenues. For the year ended December 31, 2010, sales to two
importing or distributor agents in China accounted for approximately 74% and 14% of our revenues. For the year
ended December 31, 2009, sales to two importing or distributor agents in China accounted for approximately
66% and 27% of our revenues. Last year, Sinopharm Group Co. Limited acquired a majority interest in our two
largest importers, Shanghai Lingyun Pharmaceutical Company Ltd. and Guangdong South Pharmaceutical
Foreign Trade Company Ltd. We do not believe these acquisitions will impact our sales. Our experience with our
largest importers or distributors has been good and we anticipate that we will continue to sell a majority of our
product to them.

Cost of Product Sales: v
The following table summarizes the year over year changes in our cost of product sales (in thousands):
| . ;Y:ears Ehded December 31,
2011 Change 2010 Change 2009
Cost of Product Sales .................... $20,013 58%  $12,691 6%  $11,960
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Cost of product sales were $20.0 million, for the year ended December 31,2011, compared to' $12.7 million
and $12.0 million for years ended December 31, 2010 and 2009; respectively. The increases of $7.3 million, or.
58%, and $0.7 million, or-6%, for the years ended December 31;:2011 compared to the years ended '
December 31, 2010 and 2009 were attributable to higher ZADAXIN sales and the addition-of NovaMed:cost of
product sales in 2011 as a result of the acquisition of NovaMed. ZADAXIN cost of sales were $15.0 million for
the year ended December 31, 2011, compared to $12.7 million and $12.0'million for the years ended -
December 31, 2010 and 2009, respectively. Gross margin for ZADAXIN was 85.7% for the year ended
December 31, 2011, compared to 85.1% and 83.5% for the years ended December 31, 2010 and 2009,
respectively. The increase in gross margin for ZADAXIN for the year ended December 31, 2011, compared to
the years ended December 31, 2010 and 2009 was due primarily to lower per vial production costs mainly as a
result of manufacturing volume efficiencies.

We expect total revenues and cost of product sales to increase in 2012 compared to 2011 due to increased
unit sales of ZADAXIN related to further market penetration in China, partially offset by potential price
reductions of ZADAXIN, and as a result of the addition of revenues from NovaMed’s product portfolio. Through
December 31, 2011, we have been able to maintain our ZADAXIN gross margin in part due to relatively stable
or even decreasing costs of sales, and in part due to maintaining a relatively stable sales price. ZADAXIN’s list
price in China is currently under review by regulatory authorities. We anticipate that a price reduction may occur,
and if a substantial reduction in the list pnce occurred, our revenues and our gross margins for ZADAXIN would
be substantially reduced.

We expect our ZADAXIN cost of product sales and gross margins to fluctuate from period to period
depending upon the level of sales and price of our products, the absorption of product-related fixed costs, .
currency exchange fluctuations, any charges associated with excess or expiring finished product inventory, and
the timing of other inventery perlod costs such as manufacturing process improvements for the goal of future -
cost reductions. : : :

Sales and Marketing:

The following tables summarlze the year over year changcs in our sales and marketmg expenses (in
thousands):

Years Ended December 31,

| - T201_ Chamge 2010 Change 2009
Sales and Marketing ................. ..., $48,855 122% $22,006 17%  $18,805

Sales and marketing expenses were $48.9 million, $22.0 million, and $18.8 million for the years ended
December 31, 2011, 2010, and 2009, respectively. Increases of $22.6 million for the year ended December 31,
2011, compared to the year ended December 31, 2010, were attributable to NovaMed operations as a result of the
acquisition of NovaMed and its sales force of over 440 individuals. The remaining increases of $4.2 million for
the year ended December 31, 2011, related to increased growth in the ZADAXIN sales force in China of
approximately 100 additional sales individuals, and further market penetration in China resulting in increased
sales and marketing costs for compensation and benefits, sales incentives, travel, medical training, and business
taxes.

The increase in sales and marketing expenses of $3.2 million or 17% for the year ended December 31, 2010,
compared to the year ended December 31, 2009, was primarily related to increased conferences and local training
seminars and an increase in employee-related costs associated with growth in our sales force and our sales efforts
for ZADAXIN in the 2010 period. We expect sales and marketing expenses for the year ending December 31,
2012 to be higher than those incurred for the year ended December 31, 2011 due to increased sales efforts of
ZADAXIN, Depakine and Aggrastat, primarily in China.
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Amortization of Acquired Intangible Assets:

For the year ended December 31, 2011, we recognized $2.5 million in amortization of acquired intangible
assets expense, reflecting the amortization of promotion and distribution contract intangible assets acquired as
part of the NovaMed acquisition. There was no similar expense for the years ended December 31, 2010 or 2009.
We expect $3 4 million per year of annual amortization expenses in future years..

Research and Devefopment ( “R&D”)
The following tables summarize the year over year changes in our R&D expenses (in thousands)

Years Ended December 31,
2011 Change =~ 2010  Change 2009

Research and Development .. ... ........ .. 812346 1% $12415  25% $16,531

Research and development (“R&D”) expenses were $12.3 million, $12.4 million and $16.5 million for the
years ended December 31, 2011, 2010, and 2009, respectively. R&D expenses decreased $0.1 million or 1% for
the year ended December 31, 2011, compared to the year ended December 31, 2010. During the year ended
December 31, 2011, R&D expenses pnmanly related to our SCV-07 phase 2b clinical trial which began
enrollment in January 2011 for the treatment of OM and to a lesser extent to ‘the addition of NovaMed R&D -
expenses due to our acquisition of NovaMed. For the year ended December 31, 2010 R&D expenses primarily
related to our phase 2a clinical trial of SCV-07 for the delay to onset of severe OM, the initiation of our SCV-07
phase 2b clinical trial for the treatment of OM, and our SCV-07 phase 2b clinical trial for the treatment of HCV.

The decrease of $4.1 million, or 25%, in R&D expenses for the year ended December 31, 2010, compared to
the year ended December 31, 2009, was primarily related to the timing of clinical trial-related expenses,
including the completion of enrollment of patients in our phase 2a clinical trial of SCV-07 for the delay to onset
of severe OM in the first quarter of 2010 and the discontinuation of the RP101 clinical trial for the treatment of
pancreatic cancer in 2009. These decreases wére partially offset by iricreased expenses related to our SCV-07
phase 2b chmcal trials for the treatment of HCV and OMin the 2010 perlod

The major components of R&D.expenses include salaries and other personnel—related expenses; including
associated stock-based compensation, facility-related expenses, depreciation of facilities and equipment, license-
related fees, services performed by clinical research organizations and research institutions and other outside
service providers. i : '

The initiation, continuation, and completion of our current clinical development programs had and is
expected to continue to have a significant effect on our research and development expenses. As of March 2,
2012, we announced the discontinuation of our SCV-07 phase 2b clinical trial for the delay to onset of severe
OM based on the results of the pre-planned interim analysis that indicated that the trial would not meet the
pre-specified efficacy endpoints. We expect our research and development expenses to decrease significantly in
2012, compared to 2011, as a result of the discontinuation of the SCV-07 phase 2b clinical trial, and further
curtailment of our US-based development expenses. We continue to evaluate opportunities to in-license the
marketing rights to proprietary products primarily in China, which may result in increased research and
development expenses due to license fee payments or other expenses related to in-licensing and development of
new products in the future.

General and Administrative: v
The following tables summarize the year over year changes in our general and administrative expenses (in
thousands).

Years Ended December 31,
2011 | Change 2010 Change 2009

General and Administrative - . ......... iiee $24032 0 54%  $15,606 25%  $12,521
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General and administrative expenses were $24.0 million, $15.6 million, and $12.5 million for the years
ended December 31, 2011, 2010, and 2009, respectively.

General and administrative expenses for the year ended December 31, 2011 increased by $8.4 million, or
54%, compared to the year ended December 31, 2010. The increase was attributable to the acquisition of
NovaMed in April 2011, including the general and administrative expenses attributable to NovaMed operations,
acquisition related transaction costs (including legal, banker fees, accounting and advisory services) of $3.8
million, and higher professional services primarily related to our FCPA compliance efforts and various tax
planning and compliance matters. ‘

During the year ended DecemberSl', 2010, general and administrative expenses increased $3.1 million or
25% compared to the year ended December 31, 2009, primarily as a result of higher corporate and legal expenses
in connection with responding to the SEC and DOJ investigations announced in August 2010, shareholder
litigations that have been filed following the announcement of those investigations, and the conduct of an
independent investigation by a special committee of our board of directors in order to evaluate whether any
violation of the FCPA or other laws occurred, as well as our business development efforts for China. We expect
our general and administrative expenses will decrease in 2012 compared to 2011 as a result of lower professional
expenses including legal tax and accounting-related. We do not expect to incur any significant acquisition-
related costs in 2012, though we continue to evaluate opportunities in China, which may result in increased
general and administrative expenses in the future.

Contingent Consideration:

As part of the acquisition of NovaMed, we may be required to pay up to an additional $43.0 million in
earn-out payments upon the successful achievement of revenue and earnings targets for the 2011 and 2012 fiscal
years (the “earn-out” or “contingent consideration.”) We estimate the fair value of the contingent consideration
using the Monte Carlo simulation model. We initially recorded $18.9 million as the estimated fair value of the
contingent consideration. The fair value of the contingent consideration is re-measured each period, and changes
to the fair value are recorded to contingent consideration expense. As of December 31, 201 1, we estimate the
payment of the contingent consideration will be $15.4 million, resulting in a gain of $3.5 million from the
re-measurement of the contingent consideration. Our fair value estimates are based on a variety of factors that
may significantly fluctuate from period to period, including the likelihood that earn-out targets will be achieved
and present value factors associated with the timing of the earn-out targets, and may result in significant
fluctuations to contingent consideration expense in the future.

Interest Income:

Interest income was approximately $0.1 million, $0.1 million, and $0.2 million for the years ended
December 31, 2011, 2010 and 2009, respectively. Interest income has decreased primarily as'a result of lower
returns due to a declining 1nterest rate env1ronment in 2011 and 2010, as compared to 2009.

Interest Expense:

Interest expense was $0.2 million for each of the years ended December 31, 2011, 2010, and 2009, and
included expenses related to loan origination fees and interest expense associated with our Silicon Valley Bank
line of credit. We expect that interest expense for the year ending December 31, 2012 will remain ata.
comparable level to those incurred for the year ended December 31, 2011.

Other Income:

In November 2010, we were awarded approximately $1.0 million in non-taxable grants as part of the US
Department of Treasury’s Therapeutic Discovery Project Program related to our research and development
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activities in SCV-07 and ZADAXIN. There were no similar grants awarded to us during the years ended
December 31, 2011 or 2009, and we do not expect any income related to non-taxable grants for the year ending
December 31, 2012.

Provision for Income Tax:

The provision for income tax of $0.8 million, $2.2 million, and $0.6 million for the years ended
December 31, 2011, 2010 and 2009, respectively, relates to our foreign operations in China. Tax expense
decreased $1.4 million for the year ended December 31, 2011, compared to the year ended December 31, 2010.
The decreases related to tax benefits recognized of $1.0 million for the year ended December 31, 2011 on
deferred tax assets and liabilities mainly as a result of our acquisition of NovaMed in April 2011 and lower tax
expense recorded for the year ended December 31, 2011 related to an uncertain tax position in China, offset
partially by an increase in tax expense due to growth in our China operations and an increase in the statutory tax
rate of certain of our operations in China from 22% in 2010 to 24%-25% in 2011.

Tax expense increased $1.5 million for the year ended December 31, 2010, compared to the year ended
December 31, 2009. The increase resulted from an increase in operating activities in China and an increase in the
statutory tax rate in China. In addition, for the year ended December 31, 2010 we recorded an additional tax
expense of $0.8 million related to our uncertain tax position in China. The statutory tax raté in China was
24-25%, 22%, and 20% for the years ended December 31, 2011, 2010 and 2009, respectively. Our statutory tax
rate in China is 25% in 2012. We expect the provision for income tax to decrease for the year ending
December 31, 2012, compared to the year ended December 31, 2011, as we expect a decrease in tax expense
related to our uncertain tax positions in China in 2012.

We have not recorded any US federal or state income tax expense for the years ended December 31, 2011,
2010, and 2009. Undistributed earnings of our foreign subsidiaries amounted to approximately $33.0 million at
December 31, 2011. These earnings are considered to be permanently reinvested and accordingly, no deferred
US income taxes have been provided thereon.

At December 31, 2011, we had net operating loss carryforwards for federal income tax purposes of
approximately $109.5 million that expire in the years 2012 through 2030. At December. 31, 2011, we had federal
research and development, orphan drug and investment tax credit carryforwards of approx1mately $13.0 million
that expire in the years 2012 through 2031.

Because of the “change in ownership” provisions of the Internal Revenue Code, a portion of our net
operating loss carryforwards and tax credit carryforwards may be subject to an annual limitation regarding their
utilization against taxable income in future periods. As a result of the annual limitation, a portion of these
carryforwards may expire before ultimately becoming available to reduce future income tax liabilities.

Liquidity and Capital Resources

We continue to closely manage our liquidity and capital resources. We rely on our operating cash flows,
cash and cash equivalents, short-term investments and our short-term borrowing arrangement to provide for our
liquidity requirements. We continue to believe that we have the ability to meet our liquidity needs for at least the
next 12 months to fund our working capital requirements of our operations, including our research and
development activities, investments in our business, share repurchases, to pay down our short-term borrowing
arrangements, and to fund our business development activities. : :
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The following tables summarize our cash and investments and our cash flow activities as of the end of, and
for each of, the years presented (in thousands):

As of December 31,
2011 2010
Cashandinvestments ...........c.ovrvvenverenennnnnn $67,018 $56,522

As of December 31, 2011, we had $67.0 million in cash and investments of which $43.1 million was located
in subsidiaries of the Company outside the US. Cash held by subsidiaries outside the US is held primarily in US
dollars. Such cash is used to fund the operating activities of our foreign subsidiaries and for further investment in
foreign operations which may include in- licensing new products, particularly for China, and for potential
acquisitions. Generally, we consider such cash to be permanently reinvested in our foreign operations and our
current plans do not demonstrate a need to repatriate such cash to fund US operations. Because of our net
operating loss and credit carryforwards, we do not anticipate that repatriation of cash held by foreign subsidiaries
would result in payment of taxes in the US. '

Years Ended December 31,
2011 2010 2009
Cash provided by (used in): o _ _ _
Operating activities . ............ooviuurenienns $ 29,455  $20,660. $ (452)
Investing activities ........ P ' $(18,840) $(1,316) $ (148)
Financing activities ...........coovvuniiveen... $ 2,827 $ 3901 @ $2,625

Net cash provided by operating activities was $29.5 million for year ended December 31, 2011 and
primarily reflected the net income for the period, adjusted for non-cash items such as stock-based compensation
expense, deprematlon and amortization expense and changes in operating assets and liabilities. Such changes
included an increase in accounts receivable of $3.9 million related to increases in sales volume and normal
fluctuations in the timing of customer receipts. The majority of our sales are to importers and distributors in
China where our accounts receivable collections have standard credit terms generally ranging from 45 to 180
days. Changes also included an increase in inventory levels of $1.7 million related to higher inventory stock
levels to support increased demand for ZADAXIN product, and an increase in accounts payable and accrued
expenses of $4.5 million primarily as a result of our acquisition of NovaMed.

For the year ended December 31, 2010, such changes included an increase in accounts receivable of $9.3
million, compared to the year ended December 31, 2009, related to increased sales and fluctuations in the timing
of cash receipts from customers. In addition, inventory levels decreased $3.1 million for the year ended
December 31, 2010, compared to the year ended December 31, 2009, primarily related to an increase in sales and
a decrease in production during fiscal 2010, and accounts payable and other accrued liabilities increased $3.7
million mainly related to an increase in legal and other costs associated with the SEC and DOJ investigations,
shareholder litigations that had been filed following the announcement of those investigations, and the conduct of
an independent investigation by a special committee of our board of directors, and an increase in accrued taxes
and tax reserves.

Net cash used in investing activities was $18.8 million, $1.3 million, and $0.1 nnlhon for the years ended
December 31, 2011, 2010, and 2009, respectively. For year ended December 31, 2011, net cash used in investing
activities was primarily related to the acquisition of NovaMed which used cash of approximately-$21.3 million,
and to a lesser extent related to the sale of available-for-sale investments, net of purchases of available-for-sale
investments, and purchases of property and equipment. Cash used in investing activities for the years ended
December 31, 2010 and 2009 was primarily related to purchases of investments, net of proceeds from sale or
maturities of investments, and purchases of property and equipment.

Net cash provided by financing activities was $2.8 million, $3.9 million, and $2.6 million for the years
ended December 31, 2011, 2010, and 2009, respectively, and consisted of proceeds from the issuances of
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common stock made under our stock award plans. During the year ended December 31, 2011, we also used $3.5
million to repurchase approximately 781,000 shares of our common stock under our stock repurchase program,
and during the year ended December 31, 2010, we received proceeds of $2.5 million from borrowing on our line
of credit.

The following summarizes our future contractual obligations as of Decembér 31, 2011 (in thousands):

Payments Due by Period

Contractual Obligations Total Less than 1 year 1-3Years 3-5Years More Than 5 Years
Short-term debt obligation(1) ............. $ 2,626 $ 2,626 $ - $— $—
Operating leases(2) ..................... 6,563 2,645 3,918 — —
Purchase obligations(3) .................. 7,881 7,881 — — —
Contingent consideration(4) .............. 15,400 — 15,400 — —
Unrecognized tax benefits(5) ....... P 2,297 —_— —_— — —

Total ....... U $34,767 $13,152 $19,318 - §_——_ $___—— :

(1) Our short-term debt obligations include our expected principal and interest and unused line fee obligations
related to our Silicon Valley Bank line-of-credit. Our calculations of expected principal and interest
payments incorporate only current period assumptions for interest rates and borrowings.

(2) These are future minimum rental commitments for office space and copiers leased under non-cancelable
operating lease arrangements.

(3) These consist of purchase obligations with manufacturers and distributors.

(4) As part of the acquisition of NovaMed, we may be required to pay up to $43.0 million in contingent
consideration upon the successful achievement of revenue and earnings targets for the 2011 and 2012 fiscal
years. The timing of the contingent consideration payment, if any, is dependent upon several factors,
including whether there is a change-in-control. The contingent consideration is expected to be pald no later
than the first half of 2013.

(5) As we are not able to reasonably estimate the timing of the payments or the amount by which our
obligations for unrecognized tax benefits will increase or decrease over time, the related balances have not
been reflected in the “Payments Due by Period” section of the table.

We have a loan and security agreement with Silicon Valley Bank (“SVB”) (“the Credit Facility”) for a
financing facility up to $15 million which expires on October 1, 2012. The Credit Facility bears interest on
borrowed funds at the bank’s prime rate plus 1.25% (5.25% at December 31, 2011) on outstanding balances and
is secured by a first priority secured interest in all of our assets, including intellectual property in an event of
default. We are required to meet certain financial covenants, including minimum liquidity, as defined, and are
subject to certain minimum fees and interest payments. We are also required to meet certain operating covenants
that limit our ability to incur liabilities, create liens, make capital expenditures, pay dividends or distributions,
make investments, and dispose of assets. As of December 31, 2011, we had borrowed $2.5 million on the Credit
Facility and we were required to maintain a debt coverage ratio of 1.35 to 1 equal to $3.4 million of cash in SVB
cash accounts to meet our financial liquidity covenant and were in compliance with all significant terms of the
Credit Facility. Upon termination of the Credit Facility, all amounts borrowed must be repaid in full.

In May 2009, we filed a shelf registration statement on Form S-3 with the SEC under which we may offer
and sell up to $50.0 million of our securities, assuming we continue to meet the SEC’s eligibility requirements
for primary offerings on Form S-3. Our ability to issue securities under that registration statement will expire in
May 2012, and we filed an additional shelf registration with the SEC on March 15, 2012 which, if and when
declared effective by the SEC, would enable us to offer and sell up to $100.0 million of our securities. On
April 18, 2011, we issued 8,298,110 shares of common stock to former stockholders of NovaMed as part of our
acquisition of NovaMed. No more than 25% of such shares may be sold by the holders in any three-month period

up to October 18, 2012.
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In October 2011, we announced that our Board of Directors has approved a share repurchase program that
authorizes the Company to repurchase up to $20 million of our outstanding common stock over a twenty-four
month period. We repurchased and retired approximately 781,000 shares at a cost of $3.5 million during the year
ended December 31, 2011. We made no share repurchases during the years ended December 31, 2010 or 2009.
As of December 31, 2011, $16.5 million of the $20 million share repurchase program authorized by our Board
was available for future share repurchase. We consider several factors in determining when to make share
repurchases including, among other things, our cash needs, the availability of funding and the market price our
stock. We expect that cash provided by future operating activities, as well as available cash and cash equivalents
and short-term investments, will be the sources of funding for our share repurchase program. ’

We believe that our existing cash and investments and ongoing revenue generating business operations will
be sufficient to support our current operating plan for at least the next 12 months. We have no current
commitments to offer and sell any securities that may be offered or sold pursuant to our registration statement.
To the extent that we raise additional capital by issuing equity securities, our stockholders may experience
dilution. Debt financing, if available, may subject us to restrictive covenants and significant interest costs. To the
extent that we raise additional funds through collaboration and licensing arrangements, we would be required to
relinquish some rights to our technologies, product candidates or marketing territories. Additional financing or
collaboration and licensing arrangements may not be available when needed either at all or, on favorable terms.

We intend to continue to explore alternatives for financing to provide additional flexibility in managing our
operations, in-licensing new products, particularly for China, and potential acquisitions. The unavailability or the
inopportune timing of any financing could prevent or delay our long-term product development and
commercialization programs, either of which could hurt our business. We cannot assure you that funds from
financings, if any, will be sufficient to conduct and complete further clinical trials or to in-license additional
products. The need, timing and amount of any such financing would depend upon numerous factors, including
the status of the pending regulatory investigations and pending litigations, the level and price of sales of our
products, the timing and amount of manufacturing costs related to our products, the availability of _
complementary products, technologies and businesses, the initiation and continuation of preclinical and clinical
trials and testing, the timing of regulatory approvals, developments in relationships with existing or future
collaborative parties, the status of competitive products, and various alternatives for financing. We have not
determined the timing or structure of any transaction.

Off-Balance Sheet Arrangements
There were no off-balance sheet arrangements in 2011, 2010, or 2009.

Critical Accounting Policies and Significant Judgments and Estimates
General '

We have identified the policies below as critical to our business operations and the understanding of our
results of operations. The impact and any associated risks related to these policies on our business operations is
discussed throughout “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” where such policies affect our reported and expected financial results. For a detailed discussion on
the application of these and other accounting policies, see Note 1 in the “Notes to our Consolidated Financial
Statements” in Part II, Item 8 of this Annual Report on Form 10-K. Our consolidated financial statements have
been prepared in accordance with accounting principles generally accepted in the United Sates, which require us
to make estimates and assumptions that affect the reported amount of assets and liabilities, disclosure of
contingent assets and liabilities at the date of our financial statements, and the reported amounts of revenue and
expenses during the reporting period. On an on-going basis, we evaluate the relevance of our estimates and
judgments. We base our estimates on historical experience and on various other market specific assumptions that
are believed to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. There can be
no assurance that actual results will not differ from those estimates.
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Revenue Recognition

We recognize revenue when persuaswe evidence of an arrangement ex1sts, services have been rendered or
delivery has occurred, the price to the buyer is fixed or determinable and collectability is reasonably assured.

Product Revenue. We earn product revenue from selling manufactured ZADAXIN product at the time of
delivery. Sales of ZADAXIN to importing agents or distributors are recognized at time of shipment when title to
the product is transferred to them. We also earn product revenue from purchasing medical products from
pharmaceutical companies and selling them directly to importers or distributors. Sales are recognized when the
medical products have been delivered to the importers or distributors. Payments by the importing agents and
distributors are not contingent upon sale to the end user by the importing agents or d1str1butors

Promotion Services Revenue. We recognize promotion services revenue after des1gnated medical products
are delivered to the distributors as specified in the promotional contract, which marks the period when marketing
and promotional services have been rendered, and when all of the above revenue recognition criteria are met.

Accounts Receivable

Accounts receivable are recorded net of the allowance for doubtful accounts and net of an allowance for
product returns established at the time of sale. =

Allowance for Doubtful Accounts. We maintain an allowance for doubtful accounts for estimated losses
resulting from the inability of customers to make required payments, when appropriate. We record our allowance
for doubtful accounts based on our assessment of various factors. When estimating the need for an allowance for
doubtful accounts, we consider historical payment patterns of our customers, the circumstances of each
individual customer and their geographic region including a review of the local economic environment, the age
of the accounts receivable balances, credit quality. of our customers, and other factors that may affect customers’
ability to pay. At December 31, 2011, no allowance for doubtful accounts was considered necessary.

Allowance for Product Returns. We maintain an allowance for product returns based on estimates of the
amount of product to be returned by our customers which may result from expired product or for price reductions
on the related sales and is based on historical patterns, analysis of market demand and/or a percentage of sales
based on industry trends, and management’s evaluation of specific factors that may increase the risk of product
returns. Importing agents or distributors do not have contractual rights of return except under limited terms
regarding product quality. However, we are expected to replace products that have expired or are deemed to be
damaged or defective when delivered. The calculation of the product returns allowance requires estimates and
involves a high degree of subjectivity and judgment. As a result of the uncertainties involved in estimating the
product returns allowance, there is a possibility that materially different amounts could be reported under
different conditions or using different assumptions. As of December 31, 2011, we have estimated a product
returns allowance of $0.2 million on our Consolidated Balance Sheet, related to our oncology products and
Aggrastat product sales. We evaluate our returns allowance quarterly and adjust it when events indicate that a
change in estimate is appropriate. Such changes in estimate could materially affect our results of operations or
financial position; however, to-date they have not been material. It is possible that we may need to adjust our
estimates in future periods.

Inventories

Our inventories are stated at‘the lower of cost or market (net realizable value), with cost determined on a-
first-in, first-out basis and include amounts related to materials, labor and overhead. In assessing the ultimate
realization of inventories, we are required to make judgments as to future demand requirements and compare that
with the current inventory levels. If our current assumptions about future production or inventory levels and
demand were to change or if actual market conditions are less favorable than those projected by management,
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inventory write-downs may be required which could negatively impact our gross margins and results of
operations. If obsolete items or excess are observed and there are no alternate uses for the inventory, we will
record a write-down to net realizable value in the period that the impairment is first recognized.

Business Combinations

We accounted for the acquisition of NovaMed ir’i‘April 2011 in accordance with ASC Topic 805, Business
Combinations. ASC Topic 805 establishes principles and requirements for recognizing and measuring the total
consideration transferred to and the assets acquired and liabilities assumed in the acquired target in a business ’
combination. The consideration paid to acquire NovaMed is required to be measured at fair value and included
contingent consideration, which are earn-out payments that will be paid upon the successful achievement of
revenue and earnings targets for the 2011 and 2012 fiscal years. After the total consideration transferred was
calculated by determining the fair value of the contingent consideration and SciClone common stock, plus the
cash consideration, we assigned the purchase price of NovaMed to the fair value assets acquired and liabilities
assumed. This resulted in recognition of intangible assets related to promotion and distribution contract rights
and goodwill. The determination and recognition of the consideration transferred requires management to make
significant estimates and assumptions, especially at the acquisition date with respect to the fair value of the
contingent consideration and intangible assets acquired.

As part of the acquisition of NovaMed, we may be required to pay up to $43.0 million in contingent
consideration upon the successful achievement of revenue and earnings targets for the 2011 and 2012 fiscal
years. As of December 31, 2011, we have estimated the fair value of the contingent consideration to be $15.4
million. Fair value is defined as the exchange price that would be received for an asset or paid to transfer a
liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly
transaction between market participants on the measurement date. When quoted prices and observable inputs are
unavailable, fair values are based on internally developed cash flow models and are classified in level 3 of the
valuation hierarchy. We estimated the fair value of the contingent consideration using a Monte Carlo simulation
model and classified it in level 3 of the valuation hierarchy. The inputs used in the Monte Carlo simulation model
reflect assumptions and estimates including for the risk-adjusted discount rate and volatility. Our assessment of
the inputs used in the fair value measurement requires judgment, and may affect the valuation of the contingent
consideration being measured. o :

The earn-out is based upon certain financial performance metrics, including a revenue-based formula and an
adjusted EBITDA (earnings before interest, depreciation and taxes) based formula. The earn-out provisions are
subject to a number of adjustments and acceleration provisions. The total earn-out payments described above
may be increased by $10.0 million (but not exceeding a total maximum contingent cash consideration of $43.0
million) or reduced by $10.0 million, depending upon whether we are able to achieve targets relating to product
distribution agreements. If there is a change-in-control of the Company on or before April 18, 2012, then the
earn-out payment would be deemed to be $23.0 million. If there is a change-in-control of the Company on or
after April 18, 2012 and before December 31, 2012, then the earn-out payment would range between $11.5
million and $23.0 million depending upon achievement against the adjusted EBITDA and revenue targets
through the date of the change-in-control. In addition, if either (i) Mark Lotter is terminated without cause prior
to December 31, 2012, or (ii) if we fail to meet certain obligations to appoint and retain Mark Lotter and Peter
Barrett (or their replacements) on our Board of Directors through December 31, 2012, the earn-out payment
would be deemed to be $23.0 million. We are required to remeasure the contingent consideration each reporting
period until the amount of the payment is finalized, which may not occur until December 31, 2012. The change
in the estimated fair value of the contingent consideration is recognized as an adjustment to operating expenses.
From the acquisition date of April 18, 2011 to December 31, 2011, the estimated fair value of the contingent
consideration decreased by $3.5 million primarily as a result of adjustments to certain performance metric
projections used to estimate the fair value. Future changes in the estimated fair value of the contingent
consideration may be significant, as the ultimate contingent consideration payout could range from $0 to $43.0
million. o
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Goodwill and Other Intangible Assets

We account for goodwill and other intangible assets in accordance with ASC Topic 805, and ASC Topic
350, Intangibles — Goodwill and Other. ASC Topic 805 requires that the purchase method of accounting be used
for all business combinations and specifies the criteria that must be met in order for intangible assets acquired in
a business combination to be recognized and reported apart from goodwill. As of December 31, 2011, we have
recognized from the acquisition $45.2 million of intangible assets related to promotion and distribution
relationships and $32.0 million of goodwill. Our intangible assets are amortized over 13.5 years, based on their
estimated useful life, and goodwill is determined to have an indefinite life and therefore, is not amortized. -
Intangible assets and goodwill are tested for impairment at least annually or whenever events or circumstances
occur that indicate impairment might have occurred in accordance with ASC Topic 350. Judgment regarding the
existence of impairment indicators will be based on operating results, changes in the manner of our use of the
acquired assets or our overall business strategy, and market and economic trends. In the future, events such as the
loss of promotion and distribution contracts could cause us to conclude that impairment indicators exist and that
certain intangibles and other long-lived assets are 1mpa1red resulting in an adverse impact on our financial
position and results of operations.

Contingent Liabilities :

We record as liabilities estimated amounts for litigation, claims or other legal actions that are probable and
can be reasonably estimated. The likelihood of a material change in these estimated reserves is dependent on the
possible outcome of settlement negotiations, regulatory or judicial review and the development of facts and
circumstances in extended litigation which could change claims or assessments when both the amount and range
of loss on some outstanding litigation is uncertain. We disclose in the footnotes of the financial statements when
we are unable to make a reasonable estimate of a material liability that could result from unfavorable outcomes.
As events occur, we will assess the potential lability related to any pending litigation, claims or other legal
actions and adjust our estimates accordingly. Such adjustments could matenally impact our ﬁnanmal statements.

Stock-Based Compensation

We record stock-based compensation costs relating to share-based payment transactions, including stock
options, restricted stock units (“RSUs”) and employee stock purchase plans. Stock-based compensation expense
for stock options and the employee stock purchase plan is estimated at the date of grant based on the fair value of
the award using the Black-Scholes option-pricing model. Stock-based compensation expense for RSUs is
estimated at the date of grant based on the number of shares granted and the quoted price of the Company’s
common stock on the grant date. Stock-based compensation expense values are recognized as expense on a
straight-line basis over the requisite service period, net of estimated forfeitures. The stock-based compensation
costs that are ultimately expected to vest are recognized as expense ratably (as the awards vest) over the requisite
service period, which is generally one or four years for stock options and RSUs and three months for the
employee stock purchase plan. The Company estimates pre-vesting forfeitures at the time of grant by analyzing
historical data and revises those estimates in subsequent periods if actual forfeitures differ from those estimates.
The total expense recognized over the vesting period will only be for those awards that ultimately vest.

Certain target-stock-price-based options were valued using the Monte Carlo simulation options pricing
model and recognized to expense over the service periods for each of the vesting portions of these awards which
were six or eight years. The option-pricing models require the use of certain subjective assumptions, including
the expected volatility of the market price of the underlying stock and the expected term of the award. Expected
volatility is based on the historical volatility of our stock. Expected term is derived from historical data on
employee exercises and terminations, or the contractual life of the award for target-stock-price-based options. We
review our valuation assumptions at each grant date, and, as a result, valuation assumptions used to value stock-
based compensation of awards granted in future periods may change.
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Income Taxes

Income taxes are accounted for under the liability method. Deferred tax assets and liabilities are determined
based on the difference between the financial statement and tax bases of assets and liabilities as measured by the
enacted tax rates that will be in effect when these differences reverse. We provide a valuation allowance against
net deferred tax assets if, based upon the available evidence, it is more-likely-than-not that the deferred tax assets
will not be realized. Realization of our deferred tax assets is dependent upon the generation of future taxable.
income, the timing and amount of which are uncertain. The tax years 1995-2011 remain open to examination by
the major taxing jurisdictions to which we are subject, although subsequent to December 31, 2011, the Internal -
Revenue Service completed their examination of our 2009 and 2008 US Federal tax returns with no additional -.*
tax assessments or proposed adjustments relating to taxable income for any years. S

We record liabilities related to uncertain tax positions in accordance with the guidance that clarifies the
accounting for uncertainty in income taxes recognized in an enterprise’s financial statements by prescribing a
minimum recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. We do not believe any such uncertain
tax positions currently pending will have a material adverse effect on our Consolidated Financial Statements,
although an adverse resolution of one or more of these uncertain tax positions in any period could have a material
impact on the results of operations for that period. s

Recent Accounting Guidance

On May 12, 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards .
Update (“ASU”) No. 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve. Common Fair
value Measurement and Disclosure Requirements in US GAAP and IFRS. The new guidance changes some fair
value measurement principles and disclosure requirements. The disclosure requirements have been enhanced,
with certain exceptions for US non-public companies. The most significant change will require en_t;ities, for their
recurring Level 3 fair value measurements, to disclose quantitative information about unobservable inputs used, a
description of the valuation processes used by the entity, and a qualitative discussion about the sensitivity of the
measurements. New disclosures are required about the use of a nonfinancial asset measured or disclosed at fair
value if its use differs from its highest and best use. In addition, entities must report the level in the fair value
hierarchy of assets and liabilities not recorded at fair value but where fair value is disclosed. The amendments in
this update are to be applied prospectively. For public entities, the amendments are effect_i_Ve during interim and .
annual periods beginning after December 15, 2011. Early application by public entities is not permitted. ‘We are
currently assessing the impact, if any, that the adoption of this update will have on our consolidated financial
statements and disclosures. ' ' »

In June 2011, FASB issued ASU No. 2011-05, Comprehensive Income (Topic 220): Presentation of
Comprehensive Income. ASU No. 2011-05 requires that all nonowner changes in stockholders’ equity be
presented either in a single continuous statement of comprehensive income or in two separate but consecutive
statements, eliminating the option to present other comprehensive income in the statement of changes in equity.
Under either choice, items that are reclassified from other comprehensive income to net income arefr‘cql_l_ired to
be presented on the face of the financial statements where the components of net income and the components of
other comprehensive income are presented. In December 2011, the FASB. issued another update that indefinitely
deferred the specific requirement of presenting reclassification adjustments out of comprehensive income in both
net income and comprehensive income on the face of the financial statements. During the deferral period, the
existing requirements for the presentation of reclassification adjustments must continue to be followed. This
guidance is effective for our interim and annual periods beginning January 1, 2012, We do not believe the
adoption of this guidanée will have a material impact on our consolidated financial statements, as it only requires
a change in the format of presentation. ' ‘

In September 2011, the FASB issued ASU No. 201 1-08, Intangibles — Goodwill and Other (T opic 350):
Testing Goodwill for Impairment. The revised guidance provides an entity the option to make a qualitative
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evaluation about the likelihood of goodwill impairment. Under the revised guidance, an entity is permitted to first
assess qualitative factors to determine whether goodwill impairment exists prior to performing analyses
comparing the fair value of a reporting unit to its carrying amount. If, after assessing the totality of events or
circumstances, an entity determines it is not more likely than not that the fair value of a reporting unit is less than
its carrying amount, then performing the two-step impairment test is unnecessary. The guidance will be effective
for us beginning January 1, 2012; however, early adoption is permitted. We do not believe the adoption of the
-guidance will significantly impact our financial position, results of operations or cash flows.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Foreign Currency Exchange Rate Risk

We do riot hold any derivative financial instruments for speculation or trading purposes. The majority of our
sales have been in US dollars, although a significant amount of our sales are denominated in renminbi. Our
purchases with contract manufacturers are denominated in US dollars and euros and costs of our marketing
efforts in China are paid in local currency. In addition, we have certain cash balances and other assets and
liabilities denominated in euros, renminbi and Hong Kong dollars. As a result, we are exposed to foreign
currency rate fluctuations, and we do not hedge against the risk associated with such fluctuations. Consequently,
changes in exchange rates could result in material exchange losses and could unpredictably, materially and
adversely affect our operating results and stock price. A hypothetical 1% increase or decrease in foreign
exchange rates would result in an approximate $0.2 million increase or decrease, respectively, in our financial
assets and liabilities denominated in euros, renminbi and Hong Kong dollars. This potential change is based on a
sensitivity analysis performed on our financial position at December 31, 2011. Actual results may differ
materially. We do not hold any derivative financial instruments to manage our foreign currency exchange rate
risks. Such losses have not been significant to date.

Interest Rate Risk

The primary objective of our investment activities is to preserve principal while at the same time
maximizing yields without significantly increasing risk. To achieve this objective, we invest in money market
funds, term deposits, commercial paper, corporate bonds, US treasury, or government agency notes. All of our
investments mature within one year from date of purchase except for our Italian state bonds which mature in
2013. Our investment securities may be subject to interest rate risk and could decrease in value if market interest
rates rise. To minimize this risk, we primarily hold securities that are short-term in duration and maintain an
average maturity of less than one year. We believe that our exposure to interest rate risk is not significant and a
1% movement in market interest rates would not have a significant impact to the total value of our investment
portfolio at December 31, 2011.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of SciClone Pharmaceuticals, Inc.

We have audited the accompanying consolidated balance sheets of SciClone Pharmaceuticals, Inc. as of
December 31, 2011 and 2010, and the related consolidated statements of operations, stockholders’ equity, and
cash flows for each of the three years in the period ended December 31, 2011. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion. '

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of SciClone Pharmaceuticals, Inc. at December 31, 2011 and 2010, and the
consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2011, in conformity with US generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), SciClone Pharmaceuticals, Inc.’s internal control over financial reporting as of December 31,
2011, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated March 15, 2012 expressed an
unqualified opinion thereon.

/s/ Ernst & Young LLP

Redwood City, California
March 15, 2012
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SCICLONE PHARMACEUTICALS, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share amounts)

December 31, December 31,

2011 2010
ASSETS '
Current assets: . :
Cash and cash €qUIVAIENS . ... ..urnernee et e iieieennnnns $ 66,654 $ 53,017
Short-term investments ................c.virernennnn e — 3,125
Accounts receivable, net of allowance of $212 and $0 at December 31, 2011
and 2010, respectively . ...... e e R 42,226 30,671
INVERLOTIES . . .« . ettt et et et e e e e e e 8,813 7,078
Prepaid expenses and Other CUITeNt @SSets . ... .....ovvrennseneeannennnnns 1,646 2,057
Deferred tax asSets . .. .. ...ttt it e o 1,732 —
Total CUITENE @SSELS . . v vt vttt ettt ettt et ettt e eieaanann 121,071 95,948
Property and equipment, net ........... ... i 984 588
Restricted investments ...................... R 364 380
Intangible assets,net .................... PO P 45,185 o —
Goodwill ........ccovuniiininn.. e, e e 31,973 —
Other A8SEES .. vttt ettt e e e 749 - 891
TOtAL ASSELS « & o v e v v v ettt et e e e $ 200,326 $ 97,807
- LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities: -
Accounts payable .............. e P $ 5592 § 3,882
Accrued and other current liabilities . ..............c.coiiiiinnn... P 17,192 8,247
Short-term borrowing on line of credit ........... ... .. ... il 2,500 —
Total current liabilities . .. . .. e e e LR 25,284 12,129
Long-term borrowing on lineof credit ............ .. . .. .. ... .. . il — 2,500
Contingent consideration . ... ..........uouiin it i 15,400 - - —
Deferred tax liabilities ... ... ottt i i e e 8,715 - —
Other long-term liabilities ........... ... .. o i i 469 990

Commitments and contingencies
Stockholders’ equity:
Preferred stock; $0.001 par value; 10,000,000 shares authorized; no shares
issuedandoutstanding . ............. i e — —
Common stock; $0.001 par value; 100,000,000 and 75,000,000 shares
_authorized at December 31, 2011 and 2010, respectively; 57,847,367 and
48,011,235 shares issued and outstanding at December 31, 2011 and 2010,

TeSPECHIVELY . ..ot s 58 48
Additional paid-incapital ......... ... .. . i i 266,913 225,897
Accumulated other comprehensiveincome . ........... ... .. ... oo 2,341 67
Accumulated deficit .. ... .ot e e e (118,854) (143,824)

Total stockholders’ equity ........... ..o, 150,458 82,188
Total liabilities and stockholders’ equity ..............cccovvnvieinn.. $ 200,326 $ 97,807

See notes to consolidated financial statements.
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SCICLONE PHARMACEUTICALS, INC.

CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share amounts)

Year ended December 31,
2011 2010 2009
Net revenues:
Productsales .............oiiiiiiuienne i $113,027 $85,112 $72,411
Promotion services ................... P, 20,614 — —
Totalrevenues,met .................... ... .. ...... . ....... 133,641 85,112 72,411
Operating expenses:
Costof product sales ................oouuunmunnn i 20,013 - 12,691 11,960
Salesand marketing . ............... ..o uuiiie 48,855 22,006 18,805
Amortization of acquired intangible assets, related to sales and '
marketing . ..... ... .. 2,465 — —
Researchanddevelopment . ................ .. iuue . 12,346 12415 16,531
General and administrative ................ ... 24,032 15,606 12,521
Contingent consideration (Notes 3 and 8) ................0ouuunon... (3,495) — —
Total operatingexpenses ................................... 104,216 62,718 59,817
Income fromoperations ........................ .. . . . . 29,425 22,394 12,594
Non-operating income (expense): ,
INterest iNCOME . .. ..ottt e e e e e e e 71 105 153
INtErest EXPeNSE ...ttt (213) (195) (179)
Other (expense) income, M€t . . ..........ooveneeun i, 21 953 18
Income before provision forincometax . ............... ... . . . ... . ... .. 29,262 23,257 12,586
Provision forincome tax .............ououuvnnn 798 2,176 641
Netincome .......... ... ... . . $ 28,464 $21,081 $11,945
Basic netincomepershare ...................... ... ... . ... .. ... ... $ 052 $ 044 $ 026
Diluted netincome pershare . ............................ ... .. . ... $ 050 $ 043 $ 025

See notes to consolidated financial statements.
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SCICLONE PHARMACEUTICALS, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Balance at December 31,2008 .............
NEtiNCOME .. vvvreeaneeneaneenneaneenes
Net change in unrealized losses and foreign
currency translation on foreign-denominated
available-for- sale securities ..............
Net change in unrealized gains/losses on
available-for-sale securities ..............
Foreign currency translation ................

Total comprehensive income .............

Issuance of common stock from exercise of
Stock OptioNS . ... .iiiie
Compensation related to stock option awards ..

Balance at December 31,2009 .............
NEetinCome ....ovvevuieennennnennaeennen
Net change in unrealized losses and foreign
currency translation on foreign-denominated
available-for- sale securities ..............
Net change in unrealized gains/losses on
available-for-sale securities ..............
Foreign currency translation ................

Total comprehensive income .............

Issuance of common stock from exercise of
stock options and employee stock purchase
plan .......... e

Issuance of common stock from exercise of
warrants, net of repurchases ..............

Compensation related to stock option awards ..

Balance at December 31,2010 .............
NetinCome ....vvvvvvnnniennnnaeeeeunnns
Net change in unrealized losses and foreign
currency translation on foreign-denominated
available-for- sale securities ..............
Foreign currency translation ................

Total comprehensive income .............

Issuance of common stock for acquisition of
NovaMed ......oiiniiiinnnnnvecnnnnnne
Issuance of common stock from exercise of
stock options and employee stock purchase
Plan ...
Compensation related to stock option awards ..
Repurchase of common stock . ..............

Balance at December 31,2011 .............

(In thousands) -
Accgmulated
ther Total
M Additional Comprehensive Accumulated Stockholders’
Shares Amount Paid-in Capital Income Deficit Equity
46,219  $46 $217,704 $ 3 $(176,850) $ 40,903
— — ) — — 11,945 11,945
— — — 26 — 26
—_ — — 4 — 4
_ — (1) — (1
11,964
999 1 2,624 —_ —_ 2,625
47,218 47 222,229 22 (164,905) 57,393
— — — — 21,081 21,081
- - — (36) - (36)
- = — 2 = @
— — — 83 —_ 83
21,126
746 1 1,401 — — 1,402
47 — — — — —
- = 2,267 — — 2,267
48,011 48 225,897 67 (143,824) 82,188
— — — — 28,464 28,464
_ = — 16) — (16)
— — — 2,290 — 2,290
30,738
8,298 8 31,522 — — 31,530
2,319 3 6,319 — — 6,322
— — 3,175 — — 3,175
(781) __(l ) — — (3,494) (3,495)
57,847 $_5_8_ $266,913 $2.341 $(118,854)  $150,458

See notes to consolidated financial statements.
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SCICLONE PHARMACEUTICALS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
: Year ended December 31,
2011 2010 . 2009
Operating activities: v
NetinCome © .o v v v it eieea e e $ 28,464' $ 21,081 $11,945
Adjustments to reconcile net income to net cash provided by (used in) operating ’
activities: . » ' ‘
Non-cash expense related to stock-based compensation . ........... S 3,108 2,224 1,867
Depreciation and amortization .................oiiiiiiiiiaaaa... 12,942 556 530
Realized gain on investments ................. .ottt — (226)  (103)
Othernon-cash eXpense ...........oovviiivniinnnenn, e — 249 83
Change in fair value of contingent consideration ..................... (3.495) — —
Deferred taxes, Net . .. ...oov et i P L. (1,241) — —
Other long-term Habilities . ... .....vvuuenrreesirenneenneennennn.. (222) 11 200
Changes in operating assets and liabilities: ' . ‘
Accountsreceivable, net ... ... ..ttt i e i (3,907) ~ (9,277) (9,467)
TS 1170 (=< P (1,665) 3,115 (4,059)
Prepaid expenses and otherassets ............... ... 976 (674) 247
Accounts payable ... ... oo i e 945 = 1,543 144
Accrued and other current liabilities (including $0, $0, and ($1.4)
million due to related party in 2011, 2010 and 2009, :
TESPECHVELY) o o vttt e 3,550 2,199  (1,980)
Deferred revenue . . ... ..ot inn ittt e — (141) 141
Net cash provided by (used in) operating activities ........:.. 29,455 20,660 (452)
Investing activities: ' '
Acquisition of NovaMed, net of cash acquired ....................... (21,256) — ——
Purchases of property and equipment ................ ... ..ol (686) (133) (192)
Proceeds from sale or maturities of available-for-sale investments ....... 4,682 7,283 44
Proceeds from the sale or maturity of trading security investments .. ..... — 1,800 —
Purchases of available-for-sale investments .............c.ccovvene... (1,580) (10,266) —
Net cash used in investing activities ....................... (18,840) (1,316) (148)
Financing activities: '
Repurchase of common stock ......... .. coviiiiiiiiiiiiiiin, (3,495) — —
Proceeds from borrowing on line of credit. ................. e — 2,500 —
Proceeds from issuances of common stock ................. e 6,322 1,401 2,625
Net cash provided by financing activities . ..... e e 2,827 3,901 2,625
Effect of exchange rate changes on cash and cash equivalents ............... 195 85 . (11)
Net increase in cash and cash equivalents ........: T TV ST 13,637 23,330 2,014
Cash and cash equivalents, beginningof year . . ................. ... .. ... 53,017 29,687 - 27,673
Cash and cash equivalents, end of year .. .. .. i e e $ 66,654 $ 53,017 $29,687
Supplemental disclosures of cash flow information: - ' v
Income taxes paid related to foreign operations ...................... $ 1,102 829 $§ 608
Interest and unused line fees paid related to line of credit .............. % 169 § 37 $ —

See notes to consolidated financial statements.
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SCICLONE PHARMACEUTICALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — The Company and Summary of Significaht Accounting Policies
Description of Business

SciClone Pharmaceuticals, Inc. (“SciClone” or the “Company”), incorporated in 1990, is a revenue-
generating, specialty pharmaceutical company with a substantial commercial business in China and a product
portfolio of therapies for oncology, infectious diseases, cardiovascular, urological, respiratory, and central
nervous system disorders. The Company’s lead product, ZADAXIN® (thymalfasin) is approved in over 30
countries and may be used for the treatment of hepatitis B (HBV), hepatitis C (HCV), as a vaccine adjuvant, and
certain cancers according to the local regulatory approvals. In addition to ZADAXIN, SciClone markets nearly
20 mostly partnered products in China, including Depakine®, the most widely prescribed broad-spectrum anti-
convulsant in China; Tritace®, an ACE inhibitor for the treatment of hypertension; Stilnox®, a fast-acting
hypnotic for the short-term treatment of insomnia (marketed as Ambien® in the US); and Aggrastat®, a recently-
launched interventional cardiology product. During 2011, SciClone was developing SCV-07 in a phase 2b trial
for the delayed onset of oral mucositis in patients with head and neck cancer. SciClone is also pursuing the
registration of several other therapeutic products in China.

Pfesentation

The consolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries. All significant intercompany accounts and transactions have been eliminated from the consolidated
financial statements.

On April 18, 2011, SciClone acquired NovaMed Pharmaceuticals, Inc. (“NovaMed”). See Note 8.
Commencing April 18, 2011, the Company’s financial statements include the assets, liabilities, operating results
and cash flows of NovaMed.

Use of Estimates

The preparation of financial statements in conformity with US generally accepted accounting principles
requires management to make informed estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results could differ materially from those estimates.

Cash Equivalents and Investments

Cash equivalents consist of highly liquid investments with original maturities of three months or less on the
date of purchase. The Company records its investments at fair value, as determined by available information on
the consolidated balance sheet date. The Company’s available-for-sale portfolio at December 31, 2011 consisted
of money market funds and restricted long-term Italian state bonds.

Unrealized gains or losses on available-for-sale securities are included in accumulated other comprehensive
income on the consolidated balance sheet. Realized gains and losses and declines in value judged to be other-
than-temporary on available-for-sale securities are included in earnings. Gains or losses and declines in value
judged to be other-than-temporary on trading securities are included in earnings. The amortized cost of securities
is adjusted for amortization of premiums and accretion of discounts to maturity and is 1ncluded in eammgs The
cost of securities sold is based on the specific identification method.

Available-for-sale investments are evaluated for impairment each reporting period. An investment is
considered impaired if the fair value of the investment is less than its cost. If, after consideration of all available
evidence to evaluate the realizable value of its investment, impairment is determined to be other-than-temporary,
then an impairment loss is recognized in the Consolidated Statement of Income.
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For the years ended December 31, 2011, 2010 and 2009, net change in unrealized (loss) gains, including
foreign currency translation on foreign-denominated securities, of approximately ($16,000), ($38,000), and
$30,000, on available-for-sale securities, respect1vely, were included in accumulated other comprehensive
income. :

. For the years ended December 31, 2011, 2010 and 2009, the Company realized gains on its auction rate
securities of $0, $0.2 million, and $0.1 million, respectively, that had been classified as trading securities.

Fair Value of Financial Instruments

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability
(an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction
between market participants on the measurement date. Valuation techniques used to measure fair value must
maximize the use of observable inputs and minimize the use of unobservable inputs. Fair value measurements are
based on a three-tier hierarchy that prioritizes the inputs used to measure fair value. The three levels of input are:

Level 1 — Quoted prices in active markets for identical assets or liabilities:

Level 2 — Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices
for similar assets or liabilities; quoted prices in markets that are not active; or other inputs that are observable or
can be corroborated by observable market data for substantially the full term of the assets or liabilities.

Level 3 — Unobservable inputs that are supported by little or no market act1v1ty and that are s1gn1ﬁcant to
the fair value of the assets or liabilities.

Where quoted prices are available in an active market, the Company determines fair value based upon
quoted market prices, and classifies these values in level 1 of the valuation hierarchy. If quoted market prices are
not available, fair values are based upon observable inputs such as quoted prices for similar assets or liabilities;
quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data for substantially the full term of the assets or liabilities and are classified in level 2 of the
valuation hierarchy. When quoted prices and observable inputs are unavailable, fair values are based on cash
flow models and are classified in level 3 of the valuation hierarchy. The cash flow models use inputs specific to
the asset or liability including estimates for interest rates and discount rates including yields of comparable
traded instruments adjusted for illiquidity and other risk factors, amount of cash flows and expected holding
periods of the assets and liabilities. These inputs reflect the Company’s assumptions about the assumptions
market participants would use in pricing the assets and liability including assumptions about risk developed
based on the best information available in the circumstances. The Company’s assessment of the significance of a
particular input to the fair value measurements requires judgment, and may affect the valuation of the assets and
liability being measured and their placement within the fair value hierarchy.

Other financial instruments, including accrued short-term liabilities, are carried at cost, which the Company
believes approximates fair value because of the short-term maturity of these instruments.

Concentration of Risk

Financial instruments that potentially subject the Company to a concentration of credit risk consist of cash,
cash equivalents, investments and accounts receivable. The Company is exposed to credit risk in the event of
default by the institutions holding the cash, cash equivalents and investments to the extent of the amounts
recorded on the consolidated balance sheet. Most of the Company’s cash and cash equivalents are held by
financial institutions that the Company believes are of high credit quality. At times, deposits may exceed
government insured limits. The Company has not experienced any losses on its deposits of cash and cash
equivalents. ,
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_The People’s Republic of China (“China”) uses a tiered method to import and distribute products and
promoted products. The distributors make the sales in the country, but the product is imported for them by
licensed importers. For the year ended December 31, 2011, sales to six importing or distributor agents in China
accounted for 96% of the Company’s product sales. For the years ended December 31, 2010 and 2009, four
importing or distributor agents in China accounted for 96% of the Company’s product sales. In 2011, the three
largest importers or distributors accounted for 61%, 15% and 14% of sales, respectively. In 2010, the two largest
importers or distributors accounted for 74% and 14% of sales, respectively. In 2009, the two largest importers. or
distributors accounted for 66% and 27% of sales, respectively. No other importer accounted for more than 10%
of sales in 2011, 2010 or 2009. Two of the Company’s largest importers or distributors were the same for the
years ending December 31, 2011, 2010, and 2009 and last year, a third party acquired a majority interest in these
two largest importers or distributors. As of December 31, 2011, approximately $29.7 million, or 70%, of the
Company’s accounts receivable were attributable to these two importing agents in China and $4.8 million, or
11%, of the Company’s accounts receivable was attributable to a third importing agent or distributor. The
Company generally does not require collateral from its customers. - ‘ Coe

The Company currently relies on two suppliers to provide key components to its ZADAXIN manufacturing
supply. Although there are a limited number of manufacturers 'who would be able to.meet the requirements to
manufacture these components, management believes that other suppliers could provide similar components on
comparable terms. A change in suppliers, however, could cause a delay in manufacturing and a possible loss of
sales, which would affect operating results adversely. : - :

The majority of the Company’s product sales are in US dollars. However, a significant portion of the
Company’s revenues and expenses are denominated in renminbi (“RMB”) and a significant portion of the
Company’s assets and liabilities are denominated in RMB and are exposed to foreign exchange risk. RMB is not
freely convertible into foreign currencies. In China, foreign exchange transactions are required by law to be
transacted only by authorized financial institutions at the exchange rates quoted by People’s Bank of China.
Remittances in currencies other than RMB by the Company in China require certain supporting documentation in
order to affect the remittance.

Accounts Receivable

Accounts receivable are recorded net of the allowance for doubtful accounts and net of an allowance for -
product returns established at the time of sale. B :

Allowance for Doubtful Accounts: The Company maintains allowances for doubtful accounts for
estimated losses resulting from the inability of customers to make required payments, when appropriate. The
Company records its allowance for doubtful accounts based on its assessment of various factors. When
estimating the need for an allowance for doubtful accounts, the Company considers historical payment patterns °
of its customers, the circumstances of each individual customer and the contracted credit terms with those
customers to assess if amounts are past due or delinquent, their geographic region including a review of the local
economic environment, the age of the accounts receivable balances, credit quality of its customers, and other
factors that may affect customers’ ability to pay. At December 31, 2011 and 2010, no allowance for doubtful
accounts was considered necessary. The Company charges off uncollectible trade receivables once collectability
is considered unlikely and after collections efforts have been exhausted.

Allowance for Product Returns: The Company maintains an allowance for product returns based on
estimates of the amount of product to be returned by its customers which may result from expired product or for
price reductions on the related sales and is based on historical patterns, analysis of market demand and/or a: -
percentage of sales based on industry trends, and management’s evaluation of specific factors that may increase
the risk of product returns. Importing agents or-distributors do not have contractual rights of return except-under
limited terms regarding product quality. However, the Company is expected to replace products that have expired
or are deemed to be damaged or defective when delivered. The calculation of the product returns allowance
requires estimates and involves a high degree of subjectivity and judgment. As a result of the uncertainties
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involved in estimating the product returns allowance, there is a possibility that materially different amounts could
be reported under different conditions or using different assumptions. As of December 31, 2011, the Company
had estimated a product returns allowance of $0.2 million on its Consolidated Balance Sheet related to its
oncology products and Aggrastat product sales, and had recorded expense of $0.2 million during the year ended
December 31, 2011 related to these estimated product returns. A product returns allowance was not considered
necessary as of December 31, 2010 or 2009, and there was no expense recorded during the years ended
December 31, 2010 or 2009 for product returns. The Company evaluates its returns allowance quarterly and
adjusts it when events indicate that a change in estimate is appropriate. Such changes in estimate could materially
affect its results of operations or financial position; however, to date they have not been matenal Itis poss1ble
that the Company may need to adjust its est1mates in future perlods

Inventories

Inventories consist of raw materials, work in progress and finished goods products. Inventories are stated at
the lower of cost or market (net realizable value), with cost determined on a first-in, first-out basis, and include
amounts related to materials, labor-and overhead. The Company periodically reviews the'inventory in order to
identify excess and obsolete items. If obsolete or excess items are observed and there are no alternate uses for the
inventory, the Company will record a wnte—down to net reahzable Value in the period that the 1mpa1rment is first
recogmzed : : : : :

Property and Equipment

Property and equipment is stated at cost, less accumulated depreciation. Depreciation is recorded over the
estimated useful lives of the respective assets (generally three to five years) on the straight-line basis. Leasehold
improvements are amortized over the shorter of the estimated useful life or lease term on the straight-line basis.
The Company’s policy is to identify and record 1mpa1rment losses, if necessary, on property and equipment when
events and circumstances indicate that the assets might be impaired and the undiscounted cash ﬂows estlmated to
be generated by those assets are less than the carrying amounts of those assets.

Intangible Assets

Intangible assets are reviewed for impairment when facts or circumstances suggest that the carrying value of
these assets may not be recoverable. The Company’s policy is to identify and record impairment losses, if
necessary, on intangible product rights when events and circumstances indicate that the assets might be impaired
and the undiscounted cash flows estimated to be generated by those assets are less than the carrying amounts of
those assets. It is the Company’s policy to expense costs as incurred in-connection with the renewal or extension
of its intangible assets. :

As part of the acquisition of NovaMed, the Company recorded intangible assets related to promotion and
distribution contract rights. The promotion and distribution contracts expire in one to ten years, with the majority
expiring in one to two years, but are subject to renewal or extension. The estimated useful life is approximately
13.5 years. Refer to Notes 6 and 8 for further information régarding the Company’s 1ntang1b1e assets.

Goodwill

The Company accounted for the acquisition of NovaMed under the purchase method of accounting in
accordance with the Financial Accounting Standards Board Accounting Standards Codification (*ASC”) Topic
805, Business Combinations. Under the purchase method of accounting, the total acquisition-date fair value of
the assets and liabilities are recognized as of the closing date. The total consideration paid by SciClone to
NovaMed consisted of cash, SciClone common stock, and contingent consideration. The excess of the fair value
of the total consideration transferred over the acquisition-date fair value of net tangible and intangible assets and
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liabilities assumed was allocated to goodwill. Goodwill will be tested for impairment at least annually, or
whenever events or circumstances occur that indicate impairment Imght have occurred in‘accordance with ASC
Topic 350, Intangibles — Goodwill and Other.

Contingent Consideration

As part of the acquisition of NovaMed, the Company may pay up to an additional $43.0 million in earn-out
upon the successful achievement of revenue and earnings targets for the 2011 and 2012 fiscal years (the “earn-
out” or “contingent consideration™). The Company estimated the fair value of the earn-out on the acquisition date
using a Monte Carlo simulation model. The fair value of the earn-out is re-measured each period, and changes in
the fair value are recorded to “contingent consideration” in operating expenses. Refer to Contingent
Consideration in Note 3 for further information.

Accrued Expenses

The Company’s management makes estimates of its accrued expenses as of each balance sheet date in its
consolidated financial statements based on facts and circumstances known to them. Examples of estimated
accrued expenses include fees paid to contract research organizations and investigative sites in connection with
clinical trials, fees paid to-contract manufacturers in connection with the production of clinical trial materials,
and professional services. The Company periodically confirms the accuracy of its estimates with selected service
providers and makes adjustments, if necessary. Expenses related to clinical trials generally are accrued based on
estimates of work performed or the level of patient enrollment and activities according to the protocols and
agreements. The financial terms of these agreements are subject to negotiation and vary from contract to contract
and may result in uneven payment flows. Payments under certain contracts depend on factors such as the
achievement of certain events, the successful enrollment of patients, and the completion of portions of the
chmcal trial or similar conditions. The objective of the Company’s accrual policy is to match the recording of
expenses to the actual services received and efforts expended. The Company’s management monitors planned
protocols, work performed, patient enrollment levels and related activities to the extent possible and adjusts
estimates accordingly. ' ' '

The Company records as liabilities estimated amounts for litigation, claims or other legal actions that are
probable and can be reasonably estimated. The likelihood of a material change in these estimated reserves is
dependent on the possible outcome of settlement negotiations, regulatory or judicial review and the development
of facts and circumstances in extended litigation which could change claims or assessments when both the
amount and range of loss on some outstanding litigation is uncertain. The Company discloses in the footnotes of
the financial statements when it is unable to make a reasonable estimate of a material liability that could result
from unfavorable outcomes. As events occur, the Company assesses the potential liability related to any pending
litigation, claims or other legal actions and adjusts its estimates accordingly. Such adjustments-could materially
impact its financial statements.

Foreign Currency Translation

The Company translates the assets and liabilities of its foreign subsidiaries stated in local functlonal
currencies to US dollars at the rates of exchange in effect at the end of the period. Revenues and expenses are
translated using rates of exchange in effect during the period. Intangible assets and goodwill are generally
recorded in the local currency which is the functional currency of our subsidiaries located in China. As a result,
the carrying values of intangible assets and goodwill may fluctuate with the value of the renminbi as compared to
the US dollar. Gains and losses from the translation of financial statements denominated in foreign currencies are
included as a separate component of accumulated other comprehensive income in the statement of stockholders
equity.

The Company records foreign currency transactions at the exchange rate prevailing at the date of the
transaction with resultant gains and losses being included in results of operations. Foreign currency transaction -
gains and losses have not been significant for any period presented.
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Revenue Recognition

The Company recognizes revenue when persuasive evidence of an arrangement exists, services have been
rendered or delivery has occurred, the price to the buyer is fixed or determinable and collectability is reasonably
assured.

Product Revenue. The Company earns product revenue from selling manufactured ZADAXIN product at
the time of delivery. Sales of ZADAXIN to importing agents or distributors are recognized at time of shipment
when title to the product is transferred to them. The Company also earns product revenue from purchasing
medical products from pharmaceutical companies and selling them directly to importers or distributors. Sales are
recognized when the medical products have been delivered to the importers or distributors. Payments by the
importing agents and distributors are not contingent upon sale to the end user by the importing agents or
distributors.

Promotion Services Revenue. The Company recognizes promotion services revenue after designated
medical products are delivered to the distributors as specified in the promotional contract, which marks the
period when marketing and promotional services have been rendered, and when all of the above revenue
recognition criteria are met.

Sales Tax and Surcharge Expense

Sales taxes and surcharge costs are expensed as incurred and are included in sales and marketing expense.
The Company is generally subject to a 5% business tax and surcharge for its promotion services of medical
products under the relevant taxation laws in China. Business tax and surcharge costs amounted to approximately
$1.2 million for the year ended December 31, 2011. There were no sales tax and surcharge expenses recorded for
the years ended December 31, 2010 or 1009. :

Research and Development Expenses

Research and development costs are expensed as incurred. These costs consist primarily of salaries and
other personnel-related expenses, including associated stock-based compensation, facility-related expenses,
depreciation of facilities and equipment, license-related fees, and services performed by clinical research
organizations and research institutions and other outside service providers.

Expenses related to clinical trials generally are accrued based on estimates of work performed or the level of
patient enrollment and activities according to the protocols and agreements. The Company monitors planned
protocols, work performed, patient enrollment levels and related activities to the extent possible and adjusts
estimates accordingly. Nonrefundable advance payments for research and development goods or services are
recognized as expense as the related goods are delivered or the related services are provided.

Shipping and Handling Costs

Shipping and handling costs incurred for inventory purchases and product shipments are included in cost of
product sales for all periods presented.

Adbvertising Expenses

Advertising costs are expensed as incurred and are included in sales and marketing expenses for all periods
presented. Advertising expenses for the years ended December 31, 2011, 2010 and 2009 were $0.2 million, $0.2
million, and $0.3 million, respectively.

Stock-Based Compensation

The Company records stock-based compensation costs relating to share-based payment transactions,
including stock options, restricted stock units (“RSUs”) and employee stock purchase plans. Stock-based
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compensation expense for stock options and the employee stock purchase plan is estimated at the date of grant
based on the fair value of the award using the Black-Scholes option-pricing model. Stock-based compensation
expense for RSUs is estimated at the date of grant ‘based on the number of shares granted and the quoted price of
the Company’s common stock on the grant date. Stock-based compensatlon expense values are recognized as
expense on a straight-line basis over the requisite service period, net of estimated forfeitures. The stock-based
compensation-costs that are ultimately expected to vest are recognized as expense ratably (as the awards vest)
over the requisite service period, which is generally one or. four years for stock options and RSUs and three
months for.the employee stock purchase plan. The Company estimates pre-vesting forfeitures at the time of grant
by analyzing historical data and revises those estimates in subsequent periods if actual forfeitures differ from
those estimates. The total expense recognized over the vesting penod will only be for those awards that
ultimately vest. » : L

Certain target-stock-price-based options were valued using the Monte Carlo simulation options pricing
model and recognized to expense over the service periods for each of the vesting portions of these awards which
were six or eight years. Refer also to Note 13, “Stockholders’ Equity,” in the Notes to Consolidated Financial
Statements for further information regarding stock-based compensation. S

Income Taxes

- Income taxes .are accounted for under the liability method. Deferred tax assets and liabilities are determined
based on the difference between the financial statement and tax bases of assets and liabilities as measured by the
enacted tax rates that will be in effect when these differences reverse. The Company provides a valuation
allowance against net deferred tax assets if, based upon the available evidence, it is more-likely-than-not that the
deferred tax assets will not be realized. When the Company establishes or reduces the valuation allowance
against its deferred tax assets, its provision for income taxes will increase or decrease, respectively, in the period
such determination is made. The Company’s policy is to recognize interest and penalties related to the estimated
obligations for tax positions as a component of income tax expense. The amount of accrued interest related to tax
positions taken on our tax returns and included in accrued liabilities was $0.4 rmlhon and $0 2 million at
December 31, 2011 and 2010 respectively.

The Company records liabilities related to uncertain tax positions in accordance with the guidance that
clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements by
prescribing a minimum recognition threshold and measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax return. The Company does not believe
any such uncertain tax positions currently pending will have a material adverse effect on its Consolidated
Financial Statements, although an adverse resolution of one or more of these uncertain tax positions in any period
could have a material impact on the results of operations for that period.

Comprehensive Income

Comprehensive income is comprised of net income and other comprehensive income (loss). The following
table summarizes the components of accumulated other comprehensive income (in thousands):

December 31,

2011 2010 2009

Netunreahzedgamonavallable for-salesecuntles e 8 =8 — 802
Net unrealized loss and foreign currency translation adjustment on foreign- denormnated

available-for-sale SeCUIES ... ... .v ittt ittt ittt et (86) ,, 70 (34

Cumulative foreign currency translation adjustment .............................. 2427 137 54

Accumulated other comprehensive income . ........... TS - $2341 $67 $22




Net Income Per Share

Basic net income per share has been computed by dividing net income by the weighted-average number of
shares of common stock outstanding for the period. Diluted net income per share is computed by dividing net
income by the weighted-average number of common equivalent shares outstanding for the period. Diluted net
income per share includes any dilutive impact from outstanding stock options, warrants and the employee stock
purchase plan using the treasury stock method.

The following is a reconciliation of the numerator and denominators of the basic and diluted net income per
share computations for the year ended December 31 (in thousands, except per share amounts):

2011 2010 2009

Numerator: _ A
NELINCOME . . o oottt ettt e ettt et te e e $28,464 $21,081 $11,945
Denominator:
Weighted-average shares outstanding used to compute basic net income per

] 1) ¢ RGP 55,110 47,624 46,574
Effect of dilutive SECUTILIES . . oo v i i v ittt ittt i it eeeanaaeiannas 2,277 1,790 561
Weighted-average shares outstanding used to compute diluted net income per

¥ (e 57,387 49,414 47,135
Basic NetinCOmME PEF SHATE . . . ..o vt vttt it $ 052 $ 044 $ 026
Diluted net income pershare .............ouuiuinnnniiiiereerrnennanns $ 050 $ 043 $ 025

For the year ended December 31, 2011, shares of common stock outstanding increased by 8,298,110 shares
due to the acquisition of NovaMed (refer to Note 8) and by approximately 2,288,000 shares due to stock option
exercises.

For the years ended December 31, 2011, 2010 and 2009, approximately 3,030,664, 2,872,513, and
6,107,498 shares, respectively, related to outstanding stock options and warrants were excluded from the
calculation of diluted net income per share because their inclusion would have been anti-dilutive. In addition, for
the years ended December 31, 2011, 2010 and 2009, 35,068, 155,000 and 710,959 shares, respectively, subject to
market or performance conditions were excluded from the calculation of diluted net income per share because the
performance or market criteria had not been met. '

Segment Information

The Company operates in two segments (refer to Note 17).

Recent Accounting Guidance

On May 12, 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards
Update (“ASU”) No. 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair
value Measurement and Disclosure Requirements in US GAAP and IFRS. The new guidance changes some fair
value measurement principles and disclosure requirements. The disclosure requirements have been enhanced,
with certain exceptions for US non-public companies. The most significant change will require entities, for their
recurring Level 3 fair value measurements, to disclose quantitative information about unobservable inputs used, a
description of the valuation processes used by the entity, and a qualitative discussion about the sensitivity of the
measurements. New disclosures are required about the use of a nonfinancial asset measured or disclosed at fair
value if its use differs from its highest and best use. In addition, entities must report the level in the fair value
hierarchy of assets and liabilities not recorded at fair value but where fair value is disclosed. The amendments in
this update are to be applied prospectively. For public entities, the amendments are effective during interim and
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annual periods beginning after December 15, 2011. Early application by public entities is not permitted. The
Company is currently assessing the impact, if any, that the adoptlon of this updatc will have on its consolidated
financial statements and disclosures.

In June 2011, FASB issued ASU No. 2011-05, Comprehensive Income (Topic 220): Presentation of
Comprehensive Income. ASU No. 2011-05 requires that all nonowner changes in stockholders’ equity be
presented either in a single continuous statement of comprehensive income or in two separate but consecutive
statements, eliminating the option to present other comprehensive income in the statement of changes in equity.
Under either choice, items that are reclassified from other comprehensive income to net income are required to
be presented on the face of the financial statements where the components of net income and the components of
other comprehensive income are presented. This guidance is effective for the Company’s interim and annual
periods beginning January 1, 2012. The Company does not believe the adoption of this guidance will have a
material impact on its consolidated financial statements, as it only requires a change in the format of
presentation.

In September 2011, the FASB issued ASU No. 2011-08, Intangibles — Goodwill and Other (Topic 350):
Testing Goodwill for Impairment. The revised guidance provides an entity the option to make a qualitative
evaluation about the likelihood of goodwill impairment. Under the revised guidance, an entity is permitted to first
assess qualitative factors to determine whether goodwill impairment exists prior to performing analyses
comparing the fair value of a reporting unit to its carrying amount. If, after assessing the totality of events or
circumstances, an entity determines it is not more likely than not that the fair value of a reporting unit is less than
its carrying amount, then performing the two-step impairment test is unnecessary. The guidance will be effective
for the Company beginning January 1, 2012; however, early adoption is permitted. The company does not
believe the adoption of the guidance will significantly impact its financial position, results of operations or cash
flows. :

Note 2 — Cash, Cash Equivalents and Investments
The following is a summary of cash, cash equivalents, and investments (in thousands)

December 31, 2011

Unreallzed
Losses for Estimated
Amortized Unrealized = More Than Fair

Cost Gains 12 Months Value
Money market funds . . . ....ovtiiiii e e $31,849 $— $— $31,849
Restricted long-term Italian state bonds maturing in 2013 ....... 450 = (86) 364
Total available-for-sale investments .................... $32,299 $— $(86)  $32,213
December 31, 2010
Unrealized

Losses for  Estimated
Amortized Unrealized More Than. Fair

Cost Gains 12 Months Value
Money market funds . .. ... ..............0iin... P $12,900 $— $—  $12,900
Foreign U.S. dollar term deposits maturing within
OmMONthS . ... e 3,125 _ — 3,125
Restricted long-term Italian state bonds maturing in 2013 ....... 450 = (70) © 380
Total available-for-sale investments .................... $16475  $— $(70)  $16,405

The Company’s restricted long-term Italian state bonds secure its Italian value added tax filing
arrangements. The unrealized losses on the bonds mainly relate to loss on foreign currency translation. The
Company has concluded that is it more likely than not that it will hold its restncted Italian state bond investments
until maturity or the recovery of its cost basis. : :
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Note 3 — Fair Value Measurements

The following table represents the Company’s fair value hierarchy for its financial assets (cash, cash
equivalents, and investments) and 11ab111ty measured at fair value on a recurring basis (in thousands)

Fair Value Measurements at December 31, 2011 Using
Quoted Pricesin  Significant

Active Markets Other . Significant
for Identical Observable Unobservable
) Assets Inputs Inputs ~ Balance as of

Description » ‘ (Level 1) (Level 2) (Level 3) ) December 31, 2011
Assets:
Money market funds . ... ... $31,849 $— $ — $31,849
Restricted long-term Italian state bonds .. ... .. Ve . 364 — — 364

CTOtal i $32,213 $— s — $32,213
Liability: ' , - '
Contingent consideration ..................... $ — $— $15,400 - $15,400

Total . ..o e e $ — $— $15,400 $15 ,400

Fair Value Measurements at December 31 2010 Usmg
Quoted Pricesin  Significant

Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs Balance as of

Description . (Level 1) (Level 2) (Level 3) December 31, 2010
Money market funds .............. 0., $12,900 $ — $— $12,900
Foreign U.S. dollar term deposits .............. — 15,130 — 15,130
Restricted long-term Italian state bonds.......... 380 — = 380

TOal ..ot $13280  $15,130 $— $28,410

The following table provides a summary of changes in fair value of the Company s 1eve1 3 ﬁnanmal assets
and liability during fiscal 2009, 2010 and 2011 (in thousands):

Auction Rate Put Contingent
Securities Option Consideration
Balance at December 31,2008 . . .......... ... .. .. ..., $1,485 $285 $ —
Total realized gain (loss) included in other income (expense) ........ 103 (83) —
Balance at December 31,2009 ......... O - 1,588 202 —
Proceeds from Sales .. ..ov ittt e e - (1,800) — e
Total realized gain (loss) included in other income (expense) ........ 212 (202) —
Balance at December 31,2010 ........... ... ... . .. . il — — —
: Fair value at acquisitiondate ............. ... ... ... ... ... oL — — 18,870
Change in the estimated fair value of the contingent consideration _

Hability ... cii e i e ) — — (3,495)
Translation adjustments ................ i, — — 25

Balance at December 31,2011 .. ........ ... ...ttt $ — $ —  $15400

Contingent Consideration

As part of the acquisition of NovaMed, the Company may be required to pay up to an additional $43.0
million in earn-out payments upon the successful achievement of revenue and earnings targets for the 2011 and
2012 fiscal years (the “earn-out” or “contingent consideration”). The Company initially recorded $18.9 million as
the estimated fair value of the contingent consideration on the acquisition date using a Monte Carlo simulation
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model and included a risk-adjusted discount rate of 20% and volatility of 40%. The terms governing the
determination of the earn-out are disclosed in Note 8, Acquisition. As of December 31, 201 1, the estimated fair
value of the contingent consideration was $15.4 million, a decrease of $3.5 million primarily as a result of
adjustments to certain performance metric projections used to estimate the fair value.

Auction Rate Securities and Put Option

In November 2008, the Company accepted an Auction Rate Securities Rights Offer (the “Settlement
Agreement”) from UBS AG under which, in return for a general release of claims and the grant of a right to UBS
AG to purchase the Company’s ARS at any time for full par value, the Company received the right to require
UBS AG to purchase the Company’s ARS beginning in June 2010 (the “Rights”). By entering into the Settlement
Agreement, the Company (1) received the right (the “Put Option™) to sell these auction rate securities back to the
investment firm at par, at its sole discretion, anytime during the period from June 30, 2010 through July 2, 2012,
and (2) gave the investment firm the right to purchase these auction rate securities or sell them on the Company’s
behalf at par anytime after the execution of the Settlement Agreement through July 2, 2012. On June 30, 2010
the Company exercised the Put Option and sold its ARS back to the investment firm.

Note 4 — Inventories

Inventories consisted of the following (in thousands):

December 31,
. 2011 2010
Raw materials . ..ottt ettt ettt ettt $1,797 $ 590
WOrK in Progress .. ...ovvviniiiiiiiie ittt 84 355
Finished goods . ....... ..o e 6,932 6,133

$8.813  $7,078

Note 5 — Property and Equipment
Property and equipment consisted of the following (in thousands):

December 31,

2011 2010
Office eqUIPMENt ... ..ovvviiii e re et teeniiiieneennns $1,008 § 868
Leasehold improvements .............c.coiiiiiiiiiiinininn. 903 735
Office furniture and fixtures . ...t nnnnann 636 619
Y03 27 | (O 198 108
VeEhiCle ..t i e e e s 68 —

2,903 2,330
Less accumulated depreciation . ............ .. ... .. il (1,919) (1,742
Net property and equipment . ............c.ovuirennnrnnerennnn. $ 984 . $§ 588

Depreciation expense was $0.3 million for each of the years ended December 31, 2011, 2010 and 2009.
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Note 6 — Intangible Assets, net

Intangible assets, net consisted of the following (in thousands):

December 31,
2011 ﬂ :
Promotion and distribution contract rights ......... e $47,687 $—
Less accumulated amortization ........ T e 0 (2,502) —
$45,185 $—

Acquired promotion and distribution contract intangible assets are amortized on a straight-line basis over
13.5 years, based on their estimated useful life. Amortization expense was approximately $2.5 million for the
year ended December 31, 2011. As of December 31, 2011, annual amortization expense in each of the next five
years is estimated to be $3.4 million. : ‘ 1

Note 7 — Accrued Liabilities

The following is a summary of accrued liabilities (in thousands )>:

December 31,
_ , 2011 2010
Accrued sales and marketing eXpenses . ........c.ooveiiniieiian. $ 6,192 ° $1,558
Accrued cOmpensation .. ..........uveuiviieiiieeiaaiinaeann 4,409 2,277
Accrued taxes, tax reserves and interest .. ... ..., 3,267 1,683
Accrued professionalfees ............. ... i, 666 1,184
Accrued clinical trial expense ................ et 797 444
Accrued manufacturing costs . ..... ... . i i i i 251 361
L1 17, PO A 1,610 740

$17,192  $8,247

Note 8 — Acquisition

On April 18, 2011, SciClone acquired all the outstanding shares of NovaMed pursuant to the terms of a
Share Purchase Agreement (the “Agreement”) dated April 18, 2011 between SciClone, NovaMed, the
shareholders of NovaMed and SciClone Pharmaceuticals Hong Kong Limited, a wholly-owned subsidiary of
SciClone. The Company acquired NovaMed to bring additional broad sales and marketing, as well as regulatory
and extensive business capabilities and pharmaceutical assets, on the market as well as in the regulatory approval
stage, to its growing and profitable China focused specialty pharmaceutical business. Under the terms of the
Agreement, the purchase price is comprised of up-front payments of approximately $24.6 million in cash,
8,298,110 shares of SciClone common stock and a contingent right to receive additional cash consideration of up
to $43.0 million (the “earn out” or “contingent consideration”), based upon achievement of revenue and earnings
targets for the 2011 and 2012 fiscal years.

Under the Agreement the earn-out is based upon certain financial performance metrics, including a revenue-
based formula and an adjusted EBITDA (earnings before interest, depreciation and taxes) based formula. The
earn-out provisions provide that: (i) if cumulative revenue in China for legacy NovaMed products for the two
fiscal years ending December 31, 2012 exceed $94.2 million, a cash payment ranging from $9.2 million to $11.5
million will be paid, with the full amount payable if such revenue is $117.8 million or more; and (ii) if adjusted
EBITDA for the two year period ending December 31, 2012 exceeds $91.8 million, a cash payment from $17.2
million to $21.5 million will be paid with the full amount payable if such adjusted EBITDA is $137.8 million or
more. Adjusted EBITDA is defined in the Agreement to exclude certain expenses which are not generally related

71



to operating results in China, including SciClone’s US research and development expense, certain share-based: -
compensation, license fees paid by SciClone for new products, certain legal and advisory fees related to the
Agreement or to change-in-control transactions, and certain fees and expenses, including legal fees and ‘
governmental fines or settlements paid with respect to the pending formal, non-public investigation being
conducted by the US Securities and Exchange Commission (“SEC”).

The earn-out prov1s1ons are subject to a number of adjustments and acceleratlon provisions. The total
earn-out payments described above may be increased by $10.0 million (a total maximum contingent cash
consideration of $43.0 million) or reduced by $10.0 million, depending upon whether the Company is able to
achieve targets relating to product distribution agreements. The earn-out payments are due 20 business days after
completion of the Company’s audit for the fiscal year ending December 31, 2012. However, the earn-out
payments may be accelerated in certain conditions. If there is a change-in-control of the Company (as defined in
the Agreement) on or before April 18,.2012, then the earn-out payment would be deemed to be $23.0 million and
would become due. If there is a change-in-control of the Company on or after April 18, 2012 and before
December 31, 2012, then the earn-out payment would become due and the payment would range between $11.5
million and $23.0 million depending upon achievement against the adjusted EBITDA and revenue targets
through the date of the change-in-control. In addition, if either (i) Mark Lotter is terminated without cause (as
defined in the Agreement) prior to December 31, 2012, or (ii).if the Company fails to meet certain obligations to
appoint and retain Mark Lotter and Peter Barrett (or their replacements) on the Company’s Board through
December 31, 2012, the earn-out payment would be deemed to be $23.0 million and would be due 20 business
days after completion of the Company’s audit for the fiscal year ending December 31, 2012. If the earn-out
obligations are accelerated, the payment of the specified earn-out amount satisfies all of the Company’s
obligations under the earn-out and no further payment is due. The earn-out and acceleration provisions are
subject to various limitations and conditions specified in the Agreement. —

The estimated fair value of the earn-out is included in the total purchase price and is recorded as a long-term
liability. The estimated fair value of the earn-out is based on management’s assessment of the likelihood of
whether, as of the closing date, the revenue and earnings targets would be achieved, and of the present value
factors associated with the timing of the revenue and earnings targets. No more than 25% of the shares of
common stock issued as part of the purchase price may be sold in any three-month period up to October 18,
2012. The shares of common stock are recorded at estimated fair value as of the closing date, reflecting an
estimate of the discount for lack of marketability of 15%.

The total purchase price of NovaMed was approx1mately $75 0 million, comprlsed as follows (in-
thousands): v \ :

Cash CONSIAETAtION.. .\ i\ vttt e et e e e i e v . $24,578

SciClone shares of common stock at estimated fair value on closing date ....... 31,530.
- Contingent consideration (earn-out) at estimated fair value ............. e 18,870
 Total purchase price .. ... UL P PR co.. 874,978
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Under the purchase method of accounting, the total acquisition-date fair value of the assets and liabilities are
recognized as of the closing date, and the excess of the consideration transferred over the acquisition date fair
value of net assets acquired is recorded as goodwill. The total purchase price of the net assets acquired and
included in the Company’s Consolidated Balance Sheet is as follows (in thousands):

Cash ..o e e e e e e $ 3,322
Accountsreceivable . ... ... i e it e 7,411
Prepaid and other assets . ..........ouuiiiiiinenrinnreernneeeeeann, 486
Property and eqUipment . ... ...ttt 80
Deferred tax aSSES ... v v v tte et e i e 1,389
Intangible assets—promotion and distribution contractrights ................ 46,310
GoodWIll . ..ot e e e e 30,948
Deferred tax liabilities ... .......ueueenn ittt iie i anaaann - (9,352)
Liabilities assumed . .. ..o it i e e © (5,616)
Total net assets aCqUIred . ........coeriiiiiiiiiiineneereaananinann $74,978

The fair value of the acquired promotion and distribution contract intangible assets was estimated using the -
income approach. The income approach uses valuation techniques to convert future amounts to a single present
amount (discounted). The Company’s measurement is based on the value indicated by current market
expectations about those future amounts. The fair value considered the Company’s estimates of future
incremental earnings that may be achieved by the promotion and distribution contract intangible assets, and
included estimated acquired useful lives of approximately 13.5 years and a discount rate of 29%. '

Goodwill is calculated as the excess of the consideration transferred over the net assets recognized and
represents the future economic benefits arising from other assets acquired that could not be individually
identified and separately recognized. Specifically, the goodwill recorded as part of the acquisition of NovaMed
includes benefits that the Company believes will result from combining the operations of NovaMed with the
operations of SciClone and any intangible assets that do not qualify for separate recognition, as well as future, yet
unidentified products. Goodwill is not amortized and is not deductible for tax purposes.

The following table represents the changes in goodwill for the yé_ar ended December 31, 2011 (in
thousands): ,

Balance at December 31,2010, ........... e e ........ DD Sp—

Goodwill for the acquisition of NovaMed . .............. ey A 30,948
Translation adjustments ......... O UG v 1,025

Balance at December 31,2011 .................. e e b e e $31,973

Deferred tax liabilities reflect non-deductible amortization expenses associated with the promotion and
distribution contract intangible assets recognized as part of the acquisition. A
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The results of operations of NovaMed are included in the Company’s financial statements from April 18,
2011, the date of acquisition. The following summary, prepared on an unaudited pro-forma basis, reflects
consolidated results of operations for the year ended December 31, 2011 and 2010, assuming NovaMed had been
acquired on January 1, 2010. The pro forma results of continuing operations are prepared for comparative
purposes only and do not necessarily reflect the results that would have occurred had the acquisition occurred at
the beginning of the years presented or the results which may occur in the future. (in thousands, except per share
data). . :

For the Year End:ed

December 31,
2011 2010
Totalrevenues . ...........c.coueu... R $141,680 $116,520
NetinCome . ..ottt et et eeeenn $ 25,191 $ 20,021
Basic netincome pershare ................... .. .00 ii... $ 046 $ 042
Diluted netincome pershare . . ...........ccoovervinnenon. $ 04 §$ 041

The following table presents information for NovaMed that is included in SciClone’s Consolidated
Statement of Operations from April 18, 2011 through December 31, 2011 (in thousands):

Total revenues ............. FEUTETORTRTR R e B $28,928
Netloss ...... e h e e $(3,493)

For the year ended December 31, 2011, the Company recorded acquisitibn—related ‘transaction:cos,ts of.
$3.8 million which were included in general and administrative expense in the Consolidated Statements of
Operations.

Note 9 — Commitments
Leases '

In May 2007, the Company entered into a non-cancelable operating lease agreement for its corporate
headquarters (“the Lease”) effective from July 1, 2007 through June 30, 2014, with an option to renew for an
additional five year period. In September 2008, the Company entered into an amendment to the Lease for
additional office space (“the Expansion Agreement”) that expires on June 30, 2014, with an option to renew for
an additional five year period. Both the Lease and Expansion Agreements contain rent escalations of
approximately 4% and 6% per year, respectively. The Company is recognizing the rental expense on a straight-
line basis over the lease terms. Under the terms of the Lease and the Expansion Agreements, the Company was
provided allowances in the amounts of approximately $0.2 million and $0.5 million, respectively, towards the
cost of its leasehold improvements and as an incentive to rent, respectively. The Company has recorded these
allowances as deferred rent which is being amortized over the lease terms as a reduction of rent expense. The
leases require the Company to pay insurance and taxes and its pro-rata share of operating expenses.

In October 2011, the Company entered into two non-cancelable operating lease agreements for its primary
office space in China (“the China Lease”) for fixed lease terms from October 15, 2011 through October 14, 2014,
with options to renew. The Company will recognize the rental expense on a straight-line basis over the lease
term. The leases require the Company to pay insurance and its pro-rata share of operating expenses.

74



The Company also leases other office facilities and equipment outside the US under non-cancelable
operating lease agreements and subleases certain office facilities to a third party. Rent expense for the years
ended December 31, 2011, 2010, and 2009 was $2.1 million, $1.6 million, and $1.6 million, respectively. Future
minimum lease payments and sublease rental income under non-cancelable facility and equipment operating.
lease agreements as of December 31, 2011, were as follows (in thousands):

Minimum Leése Sublease Rental Net Minimum

Year ended: Payments Income Lease Payments
2012 . $2,717 $72 © o $2,645
2013 .. 2,405 — 2,405
2014 .. 1,513 - 1,513
$6,635 $72 $6,563

Note 10 — Silicon Valley Bank Line-of-Credit

On October 1, 2010, the Company’s subsidiaries, SciClone Pharmaceuticals International Ltd. and SciClone
Pharmaceuticals International China Holding Ltd. as borrowers, terminated the existing $6 million Credit Facility
with Silicon Valley Bank (“SVB”) and entered into a $15 million loan and security agreement with SVB (“the
Debt Financing Facility”). The Debt Financing Facility bears interest on borrowed funds at.SVB’s prime rate
plus 1.25% (5.25% at December 31, 2011) on outstanding balances and is secured by a first priority secured
interest in all of the Company’s assets, including intellectual property in an event of default. The Company is
required to meet certain financial covenants, including minimum liquidity, as defined, and is subject to certain
minimum fees and interest payments. The Company is also required to meet certain operating covenants that
limit its ability to incur liabilities, create liens, make capital expenditures, pay dividends or distributions, make
investments, and dispose of assets. The Debt Financing Facility expires October 1, 2012, and upon termination
all amounts borrowed must be repaid in full. As of December 31, 2011, the Company had borrowed $2.5 million
on the Debt Financing Facility and was required to maintain debt coverage ratio of 1.35 to 1 equal to $3.4 million
of cash in SVB cash accounts to meet its financial liquidity covenant, The Company was in compliance with all
covenants as of December 31, 2011. The Company capitalized $0.1 million in costs associated with the
origination of the $15 million facility, which are being amortized to interest expense over the term of the Debt
Financing Facility. The Company recognized to expense approximately $0.1 million of unamortized loan
origination fees associated with the initial $6 million Credit Facility upon termination. :

In connection with the initial Credit Facility entered into in November 2008, the Company issued Silicon
Valley Bank a five-year warrant to purchase 60,000 shares of the Company’s common stock at an exercise price
of $0.86 per share. Silicon Valley Bank exercised the warrant in full on December 8, 2010 in a net share
settlement resulting in the issuance of 47,132 shares of the Company’s common stock.

Note 11 —Related Party Transactions

The Company has licensed to its largest shareholder, Sigma-Tau, exclusive ZADAXIN (thymalfasin or
thymosin alpha 1) development and marketing rights that cover all countries in the European Union as defined on
January 1, 1995, in addition to Iceland, Norway and Switzerland. The Company’s collaboration with Sigma-Tau
is governed by an agreement entered into in 2000 with a term expiring in March 2012 unless renewed, as well as
by amendments to the agreement regarding particular development efforts. In addition, the agreement governed
the Company’s joint collaboration on the development of thymalfasin in certain indications, and for the sharing
of intellectual property in the respective territories. The agreement also provides that if Sigma-Tau sells
ZADAXIN in the licensed territory, it will purchase the product from SciClone at a specified price, subject to
certain adjustments. The Company does not currently anticipate that Sigma-Tau will sell any ZADAXIN other
than nominal amounts in Italy.

Pursuant to the agreement, Sigma-Tau conducted trials in Europe for the treatment of malignant melanoma
and hepatitis C and the Company conducted certain trials in the US for the treatment of hepatitis C, and each
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party agreed to provide certain funding and support for the development efforts of the other. The development
obligations to-each other were completed when Sigma-Tau completed the phase 3 hepatitis C triple therapy
clinical trial in Europe and delivered a final report on the trial in October 2009. The Company paid Sigma-Tau an
aggregate of $4.0 million of funding support during the course of patient enroliment and trial period including the
period of completion of the final report. The Company’s accounting policy for recording funding amounts due to
Sigma-Tau was to record the amounts to research and development expense over the trial period including the
period of completion of the final report. Based on the level of activity in this trial, the Company recorded $0.1
million of research and development expense related to this trial in the year ended December 31, 2009.

There are no on-going development or reimbursement obligations under the agreement, and there are no
milestones or similar terms currently in effect.

Note 12 — Income Taxes

The Company recorded income tax expense of $0.8 million, $2.2 million, and $0.6 million for the years
ended December 31, 2011, 2010 and 2009, respectively, related to its operations in China. The Company’s
statutory tax rate in China was 24-25%, 22%, and 20% for the years ended December 31, 2011, 2010, and 2009,
respectively. The Company has not recorded any US federal or state income tax expense for the years ended
December 31,2011, 2010 and 2009. Undistributed earnings of the Company’s foreign subsidiaries: that are
considered to be permanently invested outside the US and for which no US taxes have been provided amounted
to approximately $33.0 million at December 31, 2011. Upon-distribution of those earnings, the Company may be
subject to US federal and state income taxes, although determining the amount is not practical as it is dependent
on the amount of US tax losses at the time of the repatriation.

The domestic and foreign components of income (loss) before provision for tax for the years ended
December 31 are as follows (in thousands): )

. 2011 2010 - 2009
D T $(17,939)  $(19,315)  $(19,554)
FOTCIZN - et e et ettt e et L 47201 42572 32,140
Pre-tax inCome .. ..............ooeeeeee... e $29262 $23257 $12,586

A reconciliation of the statutory federal income tax rate of 34% to the actual tax rate for the years ended
December 31 is as follows (in thousands):

2011 2010 2009

Tax at federal statutoryrate ..................coueuurnn... $ 9949 $ 7,907 $ 4,279
Foreign income tax at differentrates ....................... (16,171) (13,085)  (10,279) -
Taxable dividend from foreign subsidiary. .................. 10,506 6,724 5,440
Taxreserve accruial . . .. ..vvvvnnnniiiiiiinn e e 925 - 795 —
Net operating losses not benefited ................... S — - — 916
Change in valuation adjustment ........................... 4,674 (318) —
Stock-based compensation .............oiiiiiiiiiaa. 30 53 122
Non deductible expenses ........... e S 237 350 281
Other...... e e G (250)  (118)

Ihcometaxexpense.............................,... $ 798 $ 2,176 . $ 641
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The provision for income taxes for the years ended December 31 consisted of the following (in thousands):

, \ . _2m 2010 2009
Federal .. ..oooiiiiii i e $ G $ ® $0
State .. e 1 1 1
FOreign . ..o vt e i i e e e 2,027 2,184 649

Total CULTENT . . o\ vttt et et ee e eaeee e 2,023 . 2,176 641
Federal ........ ... it — — —
O - 1 P — — —_
FQreign ............................................ - (1,225) — —

Totaldeferred . .......ovurriieiie e (1,225) — —

INCOME taX EXPENSE .o vvvvveeennnsonuinineens $ 798 $2,176 $641

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. .

Significant componehts of the Company’s deferred tax assets and liabilities at Decemb_ef 31 are as follows
(in thousands):

- 2011 2010

Deferred tax assets: 3
Net operating loss carryforwards ..............ovivennenn. . $ 37,356 $ 40,324
Research and development credit carryforwards ................ 10,600 10,284
OtNeT .« oottt e e e 5235 4855
Grossdeferred tax @ssetS . .....viitiiinein it i 53,191 55,463
Valuation allowanCe .. ........uvevnenennnnnenenenennnnnnnn (50,606)  (55,463)

Total deferred tax assets ......ouvivivn v einnann. 2,585 —
Deferred tax liabilities: ,
Intangibles ............. S SO (9,569) —

Total deferred tax liabilities ............................ (9,569) —
Net deferred tax liabilities ................................ $ (6984) $ = — .

Realization of deferred tax assets is dependent upon the Company generating future taxable income, the
timing and amount of which are uncertain. Accordingly, the deferred tax assets have been largely offset by a
valuation allowance. The valuation allowance decreased by approximately $4.9 million, $0.7 million, and $6.7
million, in the years ended December 31, 2011, 2010 and 2009, respectively. :

At December 31, 2011, the Company had federal net operating loss carryforwards of approximately $109.5
million that expire in the years 2012 through 2030, and federal research and development, orphan drug and
investment tax credit carryforwards of approximately $13.0 million that expire in the years 2012 through 2031.
At December 31,2011, the Company has state net operating loss carryforwards of approximately $33.6 million
that begin to expire in the year 2014, if not.utilized, and state research and development tax credit carryforwards
of approximately $1.9 million that do not expire. Approximately $3.8 million of the operating loss carryforwards
relate to benefits associated with stock option deductions that, when recognized, will be credited directly to
stockholders’ equity.

Utilization of the Company’s net operating loss and credit carryforwards may be subject to substantial
annual limitation due to the ownership change limitations provided by the Internal Revenue Code and similar
state provisions. Such annual limitation could result in the expiration of the net operating loss and credit
carryforwards before utilization. »
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As of December 31, 2011, the unrecognized tax benefit was $5.7 million, of which $1.8 million, if
recognized would affect the effective tax rate, and $3.9 million would be offset by a valuation allowance. A
reconciliation of the beginning and ending amount of unrecognized tax benefit is as follows (in thousands):

December 31,

2011 2010

Balance beginning of period ............ ... . . i, $4,225 $2,818
Tax positions related to current year: :

Additions for current yearitems ......... ... .. . iiu. 955 2313

Additions for prior yearitems ............ ..ot 510 1,127

Reductions for prior yearitems .........covenv i, (33) (33

Changes for foreign currency translation ..................... 58 —
Balance end Of Period .. ...........oeneuiiai e $5,715  $4,225

Tax years 1995-2011 remain open to examination by the major taxing jurisdictions to which the Company is
subject, although subsequent to December 31, 2011, the Internal Revenue Service concluded its examination of
the Company’s 2008 and 2009 US federal tax returns with no additional tax assessments or proposed adjustments
relating to taxable income for any years. Although the timing of further income tax examinations is uncertain,
and the amounts ultimately paid, if any, upon resolution of the issues raised by the taxing authorities may differ
materially from the amounts accrued for each year, we do not anticipate any material change to the amount of our
unrecognized tax benefits over the next 12 months.

Note 13 — Stockholders’ Equity
Stock Award Plans

The Company’s 1995 Equity Incentive Plan has reserved 6,100,000 shares of common stock for issuance
and permits the grant of incentive stock options, nonstatutory stock options and other forms of equity
compensation. Although the 1995 Plan has expired, the outstanding stock options relating to it are fully valid.

The Company’s 2005 Equity Incentive Plan (the “2005 Plan”) has reserved 10,600,000 shares of common
stock for issuance. The 2005 Plan permits the grant of incentive stock options, nonstatutory stock options,
restricted stock units, performance shares and other forms of equity compensation. As of December 31, 2011,
approximately 1,698,000 shares of common stock were available for future issuance under the 2005 Plan.

Under the 1995 and 2005 Plans, options are exercisable upon conditions determined by the board of
directors and expire ten years from the date of grant. Options are generally granted at fair market value on the
date of grant and vest over time, generally four years, or upon achievement of certain market and service
conditions. See Stock-Based Compensation.

The Company’s 1995 Nonemployee Director Stock Option Plan (the “1995 Director Plan”) had reserved
750,000 shares of common stock for issuance. The 1995 Director Plan permits the grant of nonqualified stock
options to nonemployee directors. Although the 1995 Directors Plan has expired, the outstanding stock options
relating to it are fully valid. S

The Company’s 2004 Outside Directors Stock Option Plan (the “2004 Director Plan”) has reserved
1,765,000 shares of common stock for issuance. The 2004 Director Plan automatically grants nonqualified stock
options to nonemployee directors upon their appointment or first election to the Company’s board of directors
(“Initial Grant™) and annually upon their reelection to the board of directors at the Company’s Annual Meeting of
Stockholders (“Annual Grant™). As of December 31,.2011, approximately 327,000 shares of common stock were
available for future issuance under the 2004 Director Plan. .
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Under the 1995 and 2004 Director Plans, options are granted at fair market value on the date of grant and
expire ten years from the date of grant. Initial Grants become exercisable in three equal annual installments
beginning on the first anniversary of the date of grant, and Annual Grants become exercisable in twelve equal
monthly installments from the date of grant, subject in each case to the director’s continuous service on the
Company’s board of directors.

Certain stock option awards are subject to accelerated vesting if there is a change in control.

Stock-Based Compensation

The following table summarizes the stock-based compensation expenses included in our Consolidated
Statements of Income (in thousands): '

For the Year Ended
December 31,
2011 2010 2009
Salesandmarketing ...............c0vveriiiinninnnn.. $ 779 $ 873 $ 644
Researchand development . ....... ... cooivinviin.n 424 257 312
General and administrative ..................... e . 1,905 1,094 911

$3,108  $2,224  $1,867

Compensation cost capitalized in inventory was $70,000, $44,000, and $35,000, respectively, for the years
ended December 31, 2011, 2010, and 2009. There has been no income tax benefit recognized in the income
statement for share-based compensation arrangements.

Valuation Assumptions

The fair value granted under the Company’s stock option and ESPP plans is estimated on the date of grant
using the Black-Scholes option valuation model and the single option approach with the following weighted-
average assumptions for the years ended December 31:

2011 2010 2009

Risk-free interest rate: ,

Time-based Stock Options ... ....covvvvvreeetiiiiiiiiniinneeen... 234% 239%  1.79%

Performance-based stock options .................. S U 1.96 2.43 1.72

ESPP ...... e P P I, e e 0.06 0.15 —
Volatility factor of the market price of our common stock:

Time-based StoCK OPHONS . ... .covttie ittt iie i ineeenenennnenns 65.16% 72.50% 70.38%

Performance-based stock options ................. e 65.14 7266  70.19

ESPP ................ e e e 50.67 68.92 —
Weighted-average expected life (years): . ’ o

Time-based stockoptions ..................cooiiian, J 5.28 503 483

Performance-based stock options ...................... e eeiaiiaas 5.28 5.02 4.83

ESPP ... PO 0.25 0.25 —
Dividendyield . ... ... i e 0.00% 0.00% 0.00%

The risk-free interest rate is based on the US Treasury yield curve in effect at the time of grant. The
expected dividend yield is based on the Company’s history and expectations of no dividend payouts. Expected
volatility is based on the historical volatility of the Company’s stock. The expected term of options granted is
derived from historical data on employee exercises and terminations.
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Stock Options

The following table summarizes stock optlon activity as of December 31, 2011 and changes during the year
then ended i is presented below (in thousands, except per share and term amounts ) '

Options Outstanding -

Weighted-
Weighted- Average
Number  Average Remaining - Aggregate

of Exercise Contractual Intrinsic
Shares Per Share Term (Years) Value
Balance at December 31,2010 ............................ 7461  $2.74- '
Options cancelled ...............ccoieeen.... e (762)  $3.84
Options granted ...............c. oLl PN .. 2,504 $5.06
Options exercised ........couiiiiiiiiiiiiiiennii (2,288) $2.71
Balance at December 31,2011 .. ................ ... .. ..., 6,915 $3.46 6.98 $8,130
Vested and expected to vest after December 31,2011 ......... 6,501 $3.40 6.87 $7,971
Exercisable at December 31,2011 ......................... 3,388 $2.76 5.47 $5,788

In 2008, the Company granted to its chief executive officer target-stock-price-based options to purchase
600,000 and 300,000 shares of the Company’s common stock at an exercise price per share of $2.49 and $1.81,
respectively. The options have a term of 10 years and shares of such option were to vest upon the Company’s
common stock trading for at least 30 consecutive calendar days at or greater than a target closing stock price as
reported on The NASDAQ Stock Market, of (a) $4.50 on or before June 2, 2009 for 150,000 shares, (b) $6.00 on
or before June 2, 2010 for 150,000 shares, (c) $8.00 on or before June 2, 2011 for 150,000 shares, (d) $10.00'on
or before June 2, 2012 for 150,000 shates, (¢) $12.00 on or before June 2, 2013 for 150,000 shares, and-

(f) $14.00 on or before June 2, 2014 for 150,000 shares, each price as adjusted for stock dividends, stock splits or
similar changes in the Company’s capital structure. These grants were considered awards with market and

service conditions and compensation expense was recognized for these options as long as the service
requirements were met, even if the market conditions were not reached. Because of the market conditions of the’
grants, the Monte Carlo simulation option pricing model was used to calculate the grant date fair value per share
of $1.70 and $0.88, respectively, related to each of the six vesting portions of these awards with the assumptions .
of a risk-free interest rate of 5.10% and 3.88% respectively, a volatility factor of 94% and 89.14%, respectively,
dividend yield of 0%, and an expected life of 10 years. The related compensation costs were being expensed over
the service periods for each of the six vesting portions of the awards.

In May 2010, the Company amended the target-stock-price-based options to purchase an aggregate of
750,000 shares of the Company’s common stock that were still subject to vesting that had been granted to its
chief executive officer. The amendment modified the vesting provisions of the options such that 1/36% of the
unvested stock options vest monthly over a three-year period, with initial vesting occurring on June 1, 2010. The
fair value of the modified award was estimated using the Black-Scholes option valuation model with the
assumptions of arisk-free rate of 2.28%, a volatility factor of 71.83%, a dividend yield of 0%, and an expected
life of 5.07 years. The incremental compensation cost resulting from the modification and the remaining
unrecognized compensation expense from the original award are being recognized ratably over the three-year
vesting period. The Company recorded expense of $0.4 million, $0.3 million, and $0.2 million for the years
ended December 31, 2011, 2010 and 2009, respectively, related to these options.

The Company has granted certain performance-based options to purchase shares of the Company’s common
stock at an exercise price equal to the closing price of a share of the Company’s common stock as of the grant
date. The options will fully vest upon meeting a performance goal within an established time frame. If the
performance goal is met for the option within the established time frame, the option generally has a ten-year term
measured from the date of grant. If the performance goal is not met within the established time frame, the option- -
expires in its entirety. The Company recognizes expense related to a performance-based option over the period of
time the Company determines that it is probable that the performance goal will be achieved.
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During 2009, the Company extended the period in which two of the Company’s departed board members
could exercise their outstanding vested stock options following the cessation of their service to the Company
from ninety days to the second anniversary of the date of cessation of service which ceased on June 9, 2009. The
Company recorded expense of $0.1 million for the year ended December 31, 2009 related to these modifications.

The weighted-average fair value of stock options granted for the years ended December 31, 2011, 2010 and
2009 was $2.79, $2.10, and $0.76, respectively. The intrinsic value of options at time of exercise was $5.8
million, $1.3 million, and $1.7 million, for the years ended Decemiber 31, 2011, 2010, and 2009, respectively.
The estimated fair value of shares vested for the years ended December 31, 2011, 2010, and 2009 was $3.3
million, $1.9 million, and $1.5 million, respectively. As of December 31, 2011, unamortized compensation
expense related to unvested options was approximately $6.5 million, net of forfeitures. The weighted average
period over which compensation expense related to these options will be recognized is approximately 2.58 years.
Cash received from stock option exercises was $6.2 million, $1.4 million, and $2.6 million for the years ended
December 31, 2011, 2010 and 2009, respectively.

RSUs

The following table summarizes RSU activity as of December 31, 2011, and changes during the year then
ended is presented below (in thousands):

R:estricted Stock
Units Outstanding

Number Aggregate
of - Intrinsic
Shares Value

Balance at December 31,2010 .. ..............c0\eeerns. T =

Awarded ...............; O SO - 192
Released ...... ..o i i i it DTN —
Canceled . ... i e et e e e e &5)
Balance at December 31,2011 ...t 17T $758
Vested and expected to vest after December 31,2011 ............................ . 150 $644

Ending Exercisable at December 31, 2011. (Vested anddeferred) ................... — —

The RSUs vest 25% approximately one year after grant date with the remaining shares vesting either
approximately annually or quarterly in equal installments over a three year period, depending on the terms of the
grant. The weighted average fair value at grant date of the RSUs was $5.81 for the year ended December 31,
2011. There were no RSUs granted by the Company in any period prior to 2011. As of December 31, 2011, there
was approximately $0.7 million of unrecognized compensation cost, net of forfeitures, related to non-vested
RSUs, which is expected to be recognized over a weighted average remaining period of approximately 3.28
years.

Employee Stock Purchase Plan

As of December 31, 2011, 1,300,000 shares of our common stock are reserved for issuance under the
Company’s Employee Stock Purchase Plan (“ESPP”). Under the terms. of the ESPP, eligible employees may
choose to have up to 15% of their salary withheld to purchase the Company’s common stock and may purchase
up to 1,000 shares per offering period. Each offering under the ESPP is. for a three-month period. Commencing
with the offering period beginning June 1, 2010, the purchase price of the stock issued under the ESPP will be
equal to 85% of the lower of the fair market value of a share of common stock on the first day of the offering or
on the final day of the offering period. As of December 31, 2011, approx1mate1y 535,000 shares of common
stock were available for-issuance under the ESPP. :
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Repurchase of Common Stock

In October 2011, the Company announced that its Board of Directors has approved a share repurchase
program that authorizes the Company to repurchase up to $20 million of our outstanding common stock over
twenty-four months. The Company repurchased and retired 781,000 shares at a cost of $3.5 million during the
year ended December 31, 2011. As of December 31, 2011, $16.5 million of the $20 million share repurchase
program authorized by our Board was available for future share repurchases Repurchased shares have been
retired and constitute authorized but unissued shares.

Stockholder Rights Agreement

On December 18, 2006, the Company’s Board of Directors declared a dividend distribution of one Preferred
Stock Purchase Right (collectively, the “Rights”) for each outstanding share of the Company’s Common Stock,
each Right which entitles the registered holder to purchase from the Company one one-thousandth of a share of
the Company’s Series D Preferred Stock, $0.001 par value, at a price of $25.00 pursuant to a Rights Agreement
dated as of December 19, 2006, between the Company and Mellon Investor Services LLC (the “Rights
Agreement”). The Rights, which will initially trade with the Common Stock, become exercisable when a person
or group acquires 15% or more of the Company’s Common Stock without prior board approval. In that event, the
Rights permit the Company’s stockholders, other than the acquirer, to purchase the Company’s Common Stock
having a market value of twice the exercise price of the Rights, in lieu of the Preferred Stock. Alternatively,
when the Rights become exercisable, the Company’s Board of Directors may authorize the issuance of one share
of the Company’s Common Stock in exchange for each Right that is then exercisable. In addition, in the event of
certain business combinations, the Rights permit the purchase of the Common Stock of an acquirer at a 50%
discount. Rights held by the acquirer will become null and void in each case. Prior to a person or group acquiring
15%, the Rights can be redeemed for $0.001 each by action of the Board. The Rights Agreement contains an
exception to the 15% ownership threshold for shares currently beneficially owned by Sigma-Tau Finanziaria
S.p.A. The Rights expire on December 19, 2016. The Rights Agreement includes a requirement that a committee
of independent directors evaluate the Rights Agreement at least every three years. :

Note 14 — 401k Plan

The Company has a pre-tax savings plan covering most US employees, which qualifies under
Section 401(k) of the Internal Revenue Code. Under the plan, eligible employees may contribute a portion of
their pre-tax salary, subject to certain limitations. The Company contributes and matches 50% of the employee
contributions. Company contributions, which can be terminated at the Company’s discretion, were approximately
$0.3 million, $0.2 million and $0.2 million for the years ended December 31, 2011, 2010, and 2009, respectively.

Note 15 — Other Income

Other income for the year ended December 31, 2010 included approximately $1.0 million in non-taxable
grants awarded to the Company in November 2010 related to its research and development activities in SCV-07
and ZADAXIN as part of the US Department of Treasury’s Therapeutic Discovery Project Program.

Note 16 — Other Corporate Matters

On August 5, 2010, SciClone was contacted by the United States (“US”) Securities and Exchange
Commission (“SEC”) and advised that the SEC has initiated a formal, non-public investigation of SciClone, and
the SEC issued a subpoena to SciClone requesting a variety of documents and other information. The subpoena
requests documents relating to a range of matters including, but not limited to, potential payments or transfers of
anything:of value to regulators and government-owned entities in China, bids or contracts with state or
government-owned entities in China, any joint venture partner, intermediary orlocal agent of the Company in
China, the Company’s ethics and anti-corruption policies, training, and audits, and certain company financial and
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other disclosures. On August 6, 2010, the Company received a letter from the US Department of Justice (“DOJ”)
indicating that the DOJ was investigating Foreign Corrupt Practices Act (“FCPA”) issues in the pharmaceutical
industry generally, and that the DOJ had information about the Company’s practices suggesting possible
violations. The Company will continue to cooperate fully with the SEC and DOJ in the conduct of their
investigations.

In response to these matters, the Company’s Board appointed a Special Committee of independent directors
(the “Special Committee™) to oversee the Company’s response to the government inquiry. Based on an initial
review, the Special Committee decided to undertake an independent investigation as to matters reflected in and
arising from the SEC and DOJ investigations including, but not limited to, certain sales and marketing matters in
China, in order to evaluate whether any violation of the FCPA or other laws occurred.

During the investigation, the Special Committee instructed management to (i) evaluate and to expand the
Company’s training of employees regarding understanding and compliance with laws including the FCPA and
other anti-bribery laws and regulations, (ii) evaluate existing compliance and anti-bribery policies and guidelines
and to prepare new, more detailed policies and guidelines for implementation after review by SciClone’s Board
and/or committees of the Board, (iii) implement a pre-approval policy for certain expenses including payments
for, or reimbursement of, travel and entertainment expenses, and sponsorships of certain third party events, and
(iv) hire a Vice President of Compliance and Internal Audit to monitor and enforce compliance with the
Company’s policies. :

The Special Committee has substantially concluded its investigation and on May 4 and 5, 2011 reported its
findings and recommendations to the Board of Directors. As part of its continuing cooperation with the ongoing
investigation of the SEC and the DOJ, the Special Committee has also reported findings to the SEC and DOJ.

The SEC’s and DOJ’s formal investigations are continuing. These continuing investigations could result in
administrative orders against the Company, the imposition of significant penalties and/or fines against the
Company, and/or the imposition of civil or criminal sanctions against the Company or certain of its officers,
directors and/or employees. The Company cannot predict what the outcome of those investigations will be, or the
timing of any resolution.

Based on the information obtained to date, the Company has determined that any potential liability that may
result from the investigations is not probable or cannot be reasonably estimated and therefore no accrual was
made related to these matters in its consolidated financial statements as of December 31, 2011. As events occur,
the Company will assess the potential liability related to its pending investigations and adjust its estimates
accordingly. Such adjustments could materially impact the Company’s financial statements.

Following the Company’s announcement of these investigations, purported class actions naming SciClone
and certain of its officers as defendants were filed and derivate lawsuits purportedly on behalf of the Company
were filed naming certain of its officers and directors as defendants. On January 13, 2011, the derivative lawsuits
were consolidated into a single action (“the Consolidated Derivative Action”). On October 3, 2011, the parties to
the Consolidated Action reached an agreement to settle the lawsuit. On December 13, 2011, the Court granted
final approval of the settlement, including the payment of approximately $2.5 million in attorney’s fees, and
entered a final judgment dismissing all claims. The settlement provides for the actions against the defendants to
be dismissed with prejudice and for the release of certain known or unknown claims that have been or could have
been brought later in court arising out of the same allegations. The Company agreed to adopt certain corporate
governance measures, to be in effect for at least three years, and agreed to the payment of approximately $2.5
million in attorney’s fees to counsel for the plaintiffs, with $2.5 million paid by SciClone’s insurers under its
director and officer liability policy.

Note 17 — Segment Information and Geographic Data

The Company reports segment information based on the internal reporting used by management for evaluating
segment performance based on management’s estimates of the appropriate allocation of resources to segments.
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The Company operates and manages its business primarily on a geographic basis. Accordingly, the
Company determined its operating segments and reporting units, which are generally based on the nature and
location of its customers, to be-1) China, and 2)-Rest of the World, including the US.

The Company evaluates the performance of its operating segments based on revenues and operating income
(loss). Revenues for geographic segments are generally based on the location of customers. Operating income for
each segment includes revenues, related cost of sales and operating expenses directly attributable to the segment.
Operating income (loss) for each segment excludes non-operating income and expense.

Summary information by operating segments is as follows (in thousands):

China:
Net Revenues:
ZADAXIN product sales .......... e
Other productsales ............ ... .oovviiine.
Total productsales . ...................onn.

Promotion servicesrevenue . ................

Total net revenues ...................
Operatingincome ............................. .
Long-lived assets .................... ... ...,

Rest of the World (including the US):
Net Revenues:

ZADAXIN productsales ...................ouu.

Total net revenues ...................
Operatingloss .............. .. ... ... ... ut.
Long-lived_assets ................................

Note 18 — Selected Quarterly Financial Data (unaudited)

2011

Net product sales . ......... i P
Promotion SErviCes IEVENUE . ..........ouuvvuneun e
Costof productsales ............cooivenvinnenn.
Netincome ............covivuiennvinnn. PP
. Basic net income per share .......... e
Diluted net income pershare .......................

2010

Netproductsales ...............ociiiiuinn.. P
Costof productsales ............oiviiiiininnn.n,
Netincome ...........coeiiniiiiiiiininenenss
Basic netincomepershare .........................
Diluted net income pershare .......................

For the Year Ended
‘December 31,

2011 2010 2009

............ $101,193 $ 82,012 $ 69,696
...... FRERR 8,197 — —

............ 109390 82,012 69,69
............ 20,614 _ _

............ 130,004 - 82,012 69,696
............ - 47,624 43,754 35,425
............ 77,799 202 217

T $ 3637 $ 3,00 $ 2715

............ 3,637 3,100 2,715
............ (18,199)  (21,360) (22,831)
............ 1,092 1277 1,803

Three Months Ended
March 31 June 30(1) September 30 December 31
(in thousands, except per share amounts)

$21,662 $27,389  $30,433.  $33,543

— 5,719 6,992; - 7,903
3,103 5,174 5,024 6,712
3,849 1,983 - 10,230 12,402

$ 008 $ 004. $ 018 $ 021
$ 008 $ 003 $ 017 $§ 021

$17,962 $20,694  $22,840  $23,616
2,759 3,540 3,146 3,246
4,193 5480 7,628 3,780(2)
$ 009 $ 012 $ 016 $ 0.08
$ 009 $ 011 $ 016 . $ 008

(1) On April 18, 2011, SciClone acquired. NovaMed. Commencing April:18, 2011, the Company’s financial
statements include the assets, liabilities, operating results and cash flows of NovaMed.
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(2) During the three months ended December 31, 2010, the Company recorded $1.5 million of income tax
expense related to its foreign operations in China, including $1.3 million of additional tax expense for the
fourth quarter of 2010, of which $0.8 million was to establish a reserve for the Company’s uncertain tax
position in China. In addition, during the three months ended December 31, 2010, the Company was
awarded approximately $1.0 in non-taxable grants related to its research and development activities in
SCV-07 and ZADAXIN as part of the US Department of Treasury’s Therapeutic Discovery Project
Program.

Note 19 — Subsequent Events
Stock Repurchases

The Company repurchased and retired 253,480 shares at a cost of $1.1 million from January 1, 2012 through
March 6, 2012 under its share repurchase program. As of March 6, 2012, $15.4 million of the $20 million share
repurchase program authorized by our Board was available for future share repurchase.

Reduction in Workforce

In March 2012, the Company implemented a reduction in its workforce of 11 full-time employees, primarily
in research and development. The restructuring follows the discontinuation of the Company’s SCV-07 phase 2b
clinical trial. The Company expects to complete the restructuring in the second quarter of 2012. The reduction in
workforce is anticipated to result in a one-time severance-related charge of approximately $1.1 miillion.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures are controls and other procedures that are designed to ensure that
information required to be disclosed in our reports filed or submitted under the Securities Exchange Act is
recorded, processed, summarized and reported, within the time periods specified in the Securities and Exchange
Commission’s rules and forms. Disclosure controls and procedures include, without limitation, controls and
procedures designed to ensure that information required to be disclosed in our reports filed under the Exchange
Act is accumulated and communicated to management, including our principal executive officer and our
principal financial officer, as appropriate, to allow timely decisions regarding required disclosure. As of the end
of the period covered by this report, the Company carried out an evaluation under the supervision and with the
participation of its management, including the Company’s President and Chief Executive Officer (“‘CEO”) and its
Senior Vice President and Chief Financial Officer (“CFQ”), of the effectiveness of the design and operation of
the Company’s disclosure controls and procedures in ensuring that material information required to be disclosed
in the Company’s reports filed or submitted under the Exchange Act, has been made known to them in a timely
fashion. Based on this evaluation, the CEO and CFO concluded that the Company’s disclosure controls and
procedures are effective in reaching a reasonable level of assurance that information required to be disclosed by
the Company in the reports that it files or submits under the Securities Exchange Act of 1934, as amended, is
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms.
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Management’s Annual Report on Internal Control over Financial Reporting

Management of the Company is responsible for establishing and maintaining adequate internal control over
financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act. The Company’s internal
control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. The Company’s internal control over financial reporting includes those policies and
procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the Company; (ii) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the Company are being made only in accordance
with authorizations of management and directors of the Company; and (iii) provide reasonable assurance *
regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets
that could have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. All control systems have inherent limitations so that no evaluation of controls can provide
absolute assurance that all control issues are detected. Also, projections of any evaluation of effectiveness to
future periods are subject to the risk that controls may become inadequate because of changes in conditions, or
that the degree of compliance with the policies or procedures may deteriorate.

Under the supervision and with the participation of our management, we assessed the effectiveness of the
Company’s internal control over financial reporting as of December 31, 2011, based on the criteria set forth by
the Commiittee of Sponsoring Organizations of the Treadway Commission (“COSO”) in Internal Control-
Integrated Framework. We have excluded from our assessment the internal control over financial reporting of
NovaMed Pharmaceuticals, Inc. (“NovaMed”), which we acquired April 18, 2011, as it was determined that
management could not complete an assessment of the internal control over financial reporting of the acquired
business in the period between the acquisition date and the date of management’s assessment date. Total assets
and revenues of this acquisition represent approximately 48% and 22%, respectively, of the related consolidated
financial statement amounts as of and for the year ended December 31, 2011.

Based on the results of our assessment, our management believes that the Company maintained effective
internal control over financial reporting as of December 31, 2011.

Ernst & Young LLP, an independent registered public accounting firm, has audited and issued an attestation

report on the Company’s internal control over financial reporting as of December 31, 2011, as stated in thelr
report which is 1ncluded below.
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Stockholders of SciClone Pharmaceuticals, Inc.

We have audited SciClone Pharmaceuticals, Inc.’s intetnal control over financial reporting as of
December 31, 2011, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). SciClone
Pharmaceuticals, Inc.’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting included in the
accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to
express an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements.in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a matetial effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

As indicated in the accompanying Management’s Annual Report on Internal Control Over Financial
Reporting, management’s assessment of and conclusion on the effectiveness of internal control over financial
reporting did not include the internal controls of NovaMed Pharmaceuticals, Inc., which is included in the 2011
consolidated financial statements of SciClone Pharmaceuticals, Inc. and constituted $97.1 million of total net
assets as of December 31, 2011 and $28.9 million and $3.5 million of revenues and net loss, respectively, for the
year then ended. Our audit of internal control over financial reporting of SciClone Pharmaceuticals, Inc. also did
not include an evaluation of the internal control over financial reporting -of NovaMed Pharmaceuticals, Inc.

In our opinion, SciClone Pharmaceuticals, Inc. maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2011, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the 2011 consolidated financial statements of SciClone Pharmaceuticals, Inc. and our report
dated March 15, 2012 expressed an unqualified opinion thereon. '

/s/ Ernst & Young LLP

Redwood City, California
March 15, 2012
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Changes in Internal Controls

During the fourth quarter of 2011, we continued to enhance our disclosure. controls and procedures and
internal control over financial reporting to remediate the deficiencies that gave rise to the material weaknesses we
had related to compliance with laws and accounting for income taxes as described below and added an internal
audit function. As a result of our remediation efforts implemented during fiscal 2011, management has made the
assessment that our internal controls over financial reporting were effective as of December 31, 2011.

Compliance with Laws

In connection with our Special Committee’s investigation, our management identified a material weakness
in our internal control over financial reporting as of December 31, 2010 regarding the implementation of our
policy on compliance with applicable laws. Our conclusion that we had this material weakness in our internal
control over financial reporting was not based on quantified misstatements in our historical financial statements
or our financial statements as of and for the period ended December 31, 2010, but instead on the determination
that we did not design or maintain sufficient policies, procedures, controls, communications or training to
mitigate the risk of violations of laws, including the FCPA.

The following activities to improve internal controls were implemented in 2011:

Our initiation of more in-depth, Company-wide, comprehensive training of our personnel in the
requirements of the FCPA and other laws, including training with respect to those areas of our
operations that are most likely to raise FCPA compliance concerns and in the following newly adopted
policies and guidelines:”

1. Our adoption of a policy regarding the pre-approval of expenses for, or reimbursement of third
parties for, certain travel expenses and sponsorship of attendance at medical, scientific or other
events including review by our Compliance Officer or designee of these expenses;

2. Our determination to adopt and begin the process of implementing more detailed guidelines on
gifts, reimbursement to doctors for attendance at medical and scientific or other events and on
compliance with laws;

*  Qur identification of the need for more detail and back-up documentation for expense approvals or
reimbursement requests relating to various expenses including third-party gifts, travel expenses,
honoraria and sponsorship of attendance at medical, scientific or other events and our decision to
implement at least two additional policies regarding these matters; and

» . We hired a Vice President of Compliance and Internal Audit to monitor and enforce compliance with
our policies. " :

Accounting for Income Taxes

In our assessment of the effectiveness of internal control over financial reporting as of December 31, 2010,
we also identified a material weakness in the Company’s internal controls over financial reporting for income
taxes. The Company’s processes, procedures and controls related to financial reporting were not effective to
ensure that tax exposures were correctly calculated and recorded. Specifically, our process of identifying and
evaluating our foreign uncertain tax positions and related reserves were not designed effectively to provide for
adequate and timely identification and recognition of income tax expense in accordance with US GAAP, and
there was a reasonable possibility that a material misstatement would not be prevented or detected in the
consolidated financial statements. The following activities to improve internal controls were implemented during
2011:

*  We clarified our policy for supporting documentation related to expenses deducted on foreign tax
returns to ensure the deductibility of all such expenses;
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¢ We began implementing a process for evaluating changes that may be impacted by the international tax
~ environment, where such changes may result in a significant or material increase of our foreign
uncertain tax positions and related reserves, and

» We hired a Vice President of Comphance and Internal Aud1t to monitor and enforce comphance with
“our policies.

In addition to the above 1mp1emented controls dunng 2011 ‘we continue to improve our internal controls

As required by Rule 13a—15(d) of the Exchange Act our management, 1nc1ud1ng our CEO and CFO
conducted an evaluation of our “internal control over financial reporting” as defined in Exchange Act Rule 13a-
15(f) to determine whether any changes in our internal control over financial reporting occurred during the fourth
quarter of fiscal 2011 that materially affected, or are reasonably likely to materially affect, our internal control -
over financial reporting. During the fourth quarter of fiscal 2011, we implemented a new accounting system for
our NovaMed subsidiary. Except as discussed above, there has been no change in the Company’s internal control
over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Securities Act of
1934, as amended) that was identified in connection with the evaluation thereof that occurred during the fourth
quarter of 2011 that has materially affected, or is reasonably likely to materially affect, the Company s internal
control over financial reporting.

\

We have discussed these matters wrth our mdependent reglstered pubhc accountmg firm and our Audlt
Committee. v \ o

Limitations of the Effectiveness of Internal Controls

TA control system, no matter how well conceived and operated, can provide only reasonable, not absolute,
assurance that the ob]ectrves of the internal control system are met. Because of inherent limitations in any control
systems, no evaluation of controls can provide absolute assurance that all control issues, if any, within a company
have been detected. We are continuously seeking to improve the efficiency and effectiveness of our operations
and of our internal controls. This results in refinements to processes throughout our organization.

Item 9B. Other Information

None.

PART III

Certain information required by Part IILis incorporated by reference from our definitive Proxy Statement to
be filed with the Securities and Exchange Commission in connection with the solicitation of proxies for our 2012
Annual Meeting of Stockholders (the “Proxy Statement”) not later than 120 days after the end of the fiscal year
covered by this report, and certain information therein is incorporated in this report by reference.

Item 10. Directors, Execittive Officers, and Corporate Governance

The information requlred by Item 401 of Regulatlon S-K is incorporated by reference from the Proxy
Statement under the caption “Proposal No. 1 Election of Directors —~ Nominees,” and “Proposal No. 1 Election of
Directors — Board Meetings and Committees.” Information relating to the executive officers of the Company is
incorporated by reference from the Proxy Statement under the caption “Executrve Compensation and Other
Matters — Executive Officers”. :

The information required by Item 405 of Regulation S-K is incorporated by reference from the Proxy
Statement under the caption “Executive Compensation and Other Matters — Section 16(a) Beneficial Ownership
Reporting Compliance”.
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Code of Ethics

We have adopted a code of business conduct and ethics, and a policy providing for the reporting of potential
violations of the code, for directors, officers (including our principal executive officer; principal financial officer,
principal accounting officer or controller) and employees, known as the Corporate Code of Conduct and Ethics
(including “Whistle blowing” in the case of Violations of the Company Policies) (the “Code of Conduct”). The
Code of Conduct is available on our website at www.sciclone.com under the section “Investor Relations —
Corporate Governance”. Additionally, stockholders may request-a free copy of the Code of Conduct by -
contacting the Investor Relations Department at our corporate offices by calhng 800-724-2566 or by sending an
e-mail message to 1nvestorre1at10ns@sc1clone con.

Item 11. Executive Compensation

The information required by this Item 11 is incorporated by reference from the Proxy Statement under:the
captions “Executive Compensation and Other Matters” and “Corporate Governance.” '

Item 12. Security Ownership of Certain Beneficial Owners aﬁd Managemén_t and Related Stockihold,er .
Matters '

Securities Authorized for Issuance under Equity Compensation Plans

The following table provides certain information regarding our compensation plans in effect as of
December 31, 2011 (in thousands, except per share amounts):

" Number of Weighted- Nuhber of secuﬁties

securities average exercise = remaining available for
to be issued upon price of future issuance under
‘exercise of outstanding = equlty compensation
outstanding options, - plans (excluding
options, warrants warrants and securities
- and rights * rights reflected in column (a))
Plan Category @ ® © -
Equity compensation plans approved by security
holders: . :
1995 Equity Incentive Plan(1) ................ 242 $5.47 —
1995 Nonemployee Director Stock Option
Plan(1) ..., 40 6.37 —
SciClone Pharmaceuticals, Inc. Employee Stock
PurchasePlan ................... ... ..., — — 535
2004 Outside Directors Stock Option Plan . . . .. . 890 3.35 327
2005 Equity Incentive Plan . .. ... .. ..o ... - 5919 3.38 1,641
Equity compensation plans not approved by security
holders: ....... oo iy, — — —
Total ... 7,091 $3.46 2,503

(1) Although the 1995 Equity Incentive Plan and 1995 Nonemployee DlI'CCtOI‘ Stock Option Plan have explred
the outstandmg stock options relating to them are fully valid.

The 1nformat10n required by Item 403 of Regulation S- Kis incorporated by reference from the Proxy

Statement under the caption “Executive Compensation and Other Matters — Security Ownershlp of Certam ‘ ,
Beneficial Owners and Management.” o
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Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this Item is incorporated by reference from the Proxy Statement under the '
captions “Executive Compensation and Other Matters - Transactlons w1th Related Persons” and “Corporate
Governance — Dlrector Independence

Item 14. Principal Accotmtant Fees and Services

The information required by this Item 14 is incorporated by reference from the Proxy Statement under the
caption “Proposal No. 4 Ratification of Appointment of Independent Registered Public Accountmg Firm -
Principal Accountant Fees.”

PART IV
Item 15. Exhibits, Financial Statement Schedules

Item 15 (a)." * The following documents are filed as part of this Annual Report on Form 10-K:

(1) Financial Statements. The following ﬁnanmal statements of the Company are contained in Item 8, Part II
on pages 55-85 of this' Annual Report on Form 10-K

Report of Independent Registered Public Acceunting Firm.

Consolidated Balance Sheets at December 31, 2011 and 2010.

Consolidated Statements of Income for each of the three years in the period endeq' December 31, 2011.
Consolidated Statements of Stockholders’ Equity for the three years ended Decelnber 31, 2011.

Consolidated Statements of Cash Flows for each of the three years in the period ended December 31,
2011.

Notes to Consolidated Financial Statements.

Q) F inancictl Statement Schedulés

_ All schedules have been omitted because they are either inapplicable or the required information has been .
glven in the consolidated financial statements or the notes thereto.

(3):Exhibits.
Refer to Item 15(b) below.

Item 15 (b) Exhibits.

Exhibits (numbered in accordance with Item 601 of Regulatlon S-K):

Exhibit SR,
Number v Description
331).1(1) Amended and Restated Certificate of Incorporation.
3(1).2(22) Certificate of Amendment to the Amended and Restated Certificate of Incorporation.
3(1).3(10) Certificate of Designation, Preferences and Rights of the Terms of the Series D Preferred
Stock, as filed by SciClone Pharmaceuticals, Inc. with the Secretary of State of the State of
Delaware as of December 22, 2006. .
33i). 111D Amended and Restated Bylaws.
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Exhibit
Number

4.9(9)

10.1(2)**
10.2(2)**

10.3(8)**
10.4(8)**
10.5(5) **
106(3)

10.7(4)
10.8(4)

109(6)*
10.10(7)**
10.11(7)**
10.12(12)*
10.13(13)**
10.14(14)
10.16(15)**
10.17(15)**

10.18(16)**

10.19(19)**

10.20(18)

Description

: Rtghts Agreement effective as of December 19, 2006, between the Company and Mellon

Investor Services LLC, as nghts agent (including as Exhibit A the form of Certificate of
Designation, Preferences and Rights of the Series D Preferred Stock, as Exhibit B the form of
Right Certificate, and as Exhibit C the Summary of Terms of Rights Agreement).

Reglstrant s 1995 Equlty Incentive Plan, together with forms of agreement thereunder

. Registrant’s 1995 Nonemployee Dlrector Stock Option Plan, together with forms.of

agreement thereunder.

Registrant’s 2005 Equity Incentive Plan, effective as of June 7, 2005, as amended on
February 22, 2007.

Registrant’s 2004 Outside D1rectors Stock Option Plan, as amended on June 7 2005 and as
further amended on February 22, 2007.

Form of Indemnity Agreement by and between the Registrant and each director and executive
officer of SciClone Pharmaceuticals, Inc.

Aipha Rights Acquisition Agreement by and between: the Registrant and Alpha 1
Biomedicals, Inc., dated December 17 1997.

Acquisition Agreement between the Company and Sclavo S p-A. dated Apnl 20, 1998

First Amendment to Acquisition Agreement between the Company and Sclavo S.p.A., dated
April 20, 1998.

Manufacturmg and Supply Agreement between SciClone Pharmaceuticals Internatlonal Lid.
and Patheon Italia S.p.A. dated as of November 1, 2002.

Employment Agreement between SciClone Pharmaceuticals, Inc. and Friedhelm Blobel,
Ph.D. dated as of April 23, 2006 and effective as of June 2, 2006.

Change in Control Agreement between SciClone Pharmaceuticals, Inc. and Friedhelm
Blobel, Ph.D. dated as of April 23, 2006 and effective as of June 2, 2006.

Manufacturing Supply Agreement Between SciClone Pharmaceutlcals Intematlonal Ltd. and
Lonza Sales Ltd., executed as of May 23, 2008.

Employment Agreement between SciClone Pharmaceuticals, Inc. and Gary Titus, dated as of
November 21, 2008 and effective as of December 8, 2008.

Settlement Agreement between Sigma-Tau Finanziaria, S.p.A. and SciClone
Pharmaceuticals, Inc. dated March 30, 2009.

Amendment No. 1 to Change of Control Agreement between Dr. Friedhelm Biobel and
SciClone Pharmaceuticals, Inc. dated April 7, 2009.

Amendment No. 1 to Employment Agreement between Dr. Friedhelm Blobel and SciClone
Pharmaceuticals, Inc. dated April 7, 2009.

Change in Control Agreement between Mr. Gary Titus and SciClone Pharmaceuticals, Inc.

. dated December 8, 2008.

Descnptxon of Executive Incentive Plan.

Loan and Security Agreement by and among SciClone Pharmaceutlcals International Ltd.,
Sciclone Pharmaceuticals International China Holding Ltd., and Silicon Valley Bank, dated
as of October 1, 2010. :
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Exhibit
Number

10.21(17)**
10.22(20)

10.23(20)*

10.24(20)**

10.25(20)**

10.26(20)%* -

10.27(20)**
10.28(20)**
10.29(20)**

10.30(21)

10.31(21)**

10.32(21)**

10.33(21)**

10.34(21)**

10.35(21)**

10.36(23)**

14

21.1(24)
23.1(24)
24.1(24)
31.1(24)

Description

The SciClone Pharmaceuticals, Inc. Employee Stock Purchase Plan, as amended.

Assignment and Purchase of Intellectual Property Rights Agreement by and among Edward
T. Wei, Cragmont Pharmaceuticals, LLC, and certain Russian Inventors and Russian
Companies and SciClone Pharmaceuticals, Inc., dated as of December 28, 2010.
Amendment No. 1 to Manufactuting and Supply Agreement between SciClone
Pharrhaceuticals Intemational Ltd. and Lonza Sales Ltd., effective December 31, 2010.

Executlve Severance Agreement between Gary Titus and SciClone Pharmaceutlcals Inc.
effective May 4, 2010. :

Execut1ve Severance Agréement between Israel RIOS M D. and Sc1C10ne Pharmaceuticals,
Inc. effective May 4, 2010.

Amendment No. 2 to Change of Control Agreement between Dr. Friedhelm Blobel and
SciClone Pharmaceuticals, Inc. effective May 4, 2010.

Amendment No. 2 to Employment Agreement between Dr Friedhelm Blobel and SciClone
Pharmaceuticals, Inc. effective May 4, 2010.

Amendment No. 1 to Change of Control Agreement between Gary S. Titus and SciClone
PharrnaCeuticals, Inc. effective July 9, 2010.

Amendment No. 1 to Change of Control Agreement between Israel Rios, M.D. and SciClone

_Pharmaceutlcals Inc. effectlve July 9, 2010.

Share Purchase Agreement dated Apnl 18, 2011 by and among SciClone Pharmaceutlcals
Inc., SciClone Pharmaceuticdls Hong Kong Limited, NovaMed Pharmaceuticals, Inc. and the
listed sellers represented by Mark Lotter.

Change in Control Agreement effective April 18, 2011 by and between Mr. Mark Lotter and

. SciClone Pharmaceuticals Hong Kong Limited.

Employment Agreement by and between SciClone Pharmaceuticals Hong Kong Limited and
Mark Lotter, dated April 18, 201 1.

Secondment Contract between SciClone Pharmaceuticals Hong Kong Limited and NovaMed
Pharmaceuticals (Shanghai) Co., Ltd. and Mark Lotter, dated April 18, 2011.

Director Services Agreement between SciClone Pharmaceuticals International Ltd. and Mr.
Mark Lotter, dated April 18, 2011.

Director Services Agreement between NovaMed Pharmaceuticals, Inc. and Mr. Mark Lotter,
dated April 18, 2011.

Form of Amendment to Change in Control Agreements between SciClone Pharmaceuticals,
Inc. and Executive Officers effective August 4, 2011.

See “Code of Ethics” in Item 10: Executive Ofﬁcers and Directors, of this Annual Report on
Form 10-K.

Subsidiaries of Registrant.

Consent of Independent Registered Public Accounting Firm.
Power of Attorney. See page 96. '
Rule 13a-14(a) Ceﬂiﬁcation'o'f‘ Principal Executive Ofﬁeer.
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Exhibit

Number ‘ . D_es_c_r_ip_ti_(:rl

31.2(24) Rule 13a-14(a) Certification of Principal Financial-Officer.

32.1(24) Section 1350. Certiﬁcation of Principal Executive Officer.

322024) Section 1350 Certrﬁcatlon of Prmcrpal Fmanmal Ofﬁcer

101 %% The following materials from Registrant’s Annual Report on Form 10-K for the year ended
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(10)
(11
(12)

(13)
(14)
15)

December 31, 2011, formatted in Extensible Business Reporting Language (XBRL) includes: ')
Consolidated Balance Sheets at December 31, 2011 and 2010, (ii) Consolidated Statements of
Income for the years ended December:31, 2011, 2010; and 2009, (iii) Consolidated Statements of
Shareholders’ Equity for the years ended December 31,2011, 2010 and 2009, (iv) Consolidated

_ Statements of Cash Flows for the years ended December 2011, 2010, and 2009 and (v) Notes to
the Consolidated Financial Statements.

Certain information in this exhibit has been omitted and filed separately with the Securities and Exchange
Commission pursuant to a confidential treatment request under 17 C.F.R. Sections 200.80(b)(4), 200.83
and 230.46.

Management compensatory plan or arrangement.

XBRL information is furnished and not filed or a part of a registration statement or prospectus for purposes
of sections 11 or 12 of the Securities Exchange Act of 1933, as amended, is deemed not filed for purposes
of section 18 of the Securities Exchange Act of 1934, as amended and otherw1se is not subject to 11ab111ty
under these sections. :

Incorporated by reference from the Company;s Current Report on Form 8-K ﬁled on July 28, 2003.
' Incorporated by reference from the Company’s Regis-tration Statement on Forr_n S-8 (No. 33-80911) filed

with the Commission on December 28, 1995.
Incorporated by reference from the Company’s Current Report on Form 8-K filed on January 26, 1998.

Incorporated by reference from the Company s Quarterly Report on Form 10-Q for the quarterly perrod
ended September 30, 1998.

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q for the quarterly penod

~ended September 30, 2003.

Incorporated by reference from the Company s Annual Report on Form 10-K for the year ended
December 31, 2003.

Incorporated by reference from the Company’s Current Report on Form 8-K filed on April 25, 2006.

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q for the quarterly penod
ended June 30, 2007 filed on August 8, 2007.

Incorporated by reference from the Company s Current Report on Form 8-K filed on December 22, 2006.
Incorporated by reference from the Company s Current Report on Form 8-K filed on December 28, 2006.

vIncorporated by reference from the Company’s Current Report on Form 8-K filed on December 21, 2007.

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q for the quarterly period
ended June 30, 2008 filed on August 1, 2008

Incorporated by reference from the Company’s Current Report on Form 8-K filed on December 4, 2008
Incorporated by reference from the Company’s Current Report on Form 8-K filed on April 1, 2009.
Incorporated by reference from the Company’s Current Report on Form 8-K filed on April 8, 2009.
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(16)
(17)
(18)

19
(20)
1)
(22)
(23)

(24

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q filed on May 11, 2009.
Incorporated by reference from the Company’s Quarterly Report on Form 10-Q filed on August 9, 2010.

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q filed on November 8,
2010.

Incorporated by reference from the Compémy’s Annual Report on Form 10-K filed on March 16, 2010.
Incorporat'ed“ by fefcrencé_ from the Company’s’ Annual Report on Form 10-K filed on March 31, 2011.
Incorporat‘e_d by réfereﬁce from the Company’s Quarterly Report on Form 10-Q filed on May 10, 2011.
Incorporaféd by feference from the Company’s Current Report on Form 8-K filed on July 6, 2011.

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q filed on November 9,
2011. EET P

Filed herewith. v

Item 15 (¢). Sée Item 15(a)' above.
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. SIGNATURES

Pursuant to the requifemeﬁts of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this Report to be signed on its behalf by the undersigned, thereunto.duly authorized.

SCICLONE PHARMACEUTICALS, INC.

By:_____ 1S/  FRIEDHELM BLOBEL; PH.D.
’ - " Friedhelm Blobel, Ph.D. '
President and Chief Executive Officer .
) (Principal Executive Officer)
Date: March 15, 2012 - _ ‘ B
POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below * -
constitutes and appoints Friedhelm Blobel, Ph.D. and Gary Titus, and each of them, his attorneys-in-fact and
agents, each with the power of substitution and resubstitution, for him in any and all capacities, tosign this
Report on Form 10-K, and to file the same, with exhibits thereto and other documents in connection therewith,
with the Securities and Exchange Commission, granting to said attorneys-in-fact and agents, and each of them,
full power and authority to do and perform each and every act and thing requisite and necessary, to be done in
connection therewith, as fully as to all intents and purposes as he might or could do in person, hereby ratifying
and confirming all that said attorneys-in-fact and agents, or either of them, or their or his substitute or substitutes,
may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Et_lg %
/S/ FRrRIEDHELM BLOBEL, PH.D. President and Chief Executive Officer, March 15, 2012
(Friedhelm Blobel, Ph.D.) Director
(Principal Executive Officer)
/S/ MARK LOTTER Chief Executive Officer-China March 15, 2012
(Mark Lotter) Operations, Director
/S/  GARY S. Trtus Senior Vice President and Chief March 15, 2012
(Gary S. Titus) Financial Officer
(Principal Financial and Accounting
Officer)
/S/ PETER BARRETT Director March 15, 2012
(Peter Barrett)
/S/ RICHARD J. HAWKINS Director March 15, 2012
(Richard J. Hawkins)
/S/ TrReEVOR M. JoNES, PH.D. Director March 15, 2012
(Trevor M. Jones, Ph.D.)
/S/ IrRA D. LAWRENCE, M.D. Director March 15, 2012
‘(Ira D. Lawrence. M.D.)
/S/  GREGG A. LAPOINTE Director March 15, 2012
(Gregg A. Lapointe)
/S/ JON S. SAXE Chairman of the Board of Directors March 15, 2012
(Jon S. Saxe)
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Exhibit
Number

33).1(1)
3(31).2(22)
3(i).3(10)

33i).1(11)
4.909)

10.1(2)**
10.2(2)**

10.3(8)**
10.4(8)**
10.5(5) **
10.6(3)

10.7(4)
10.8(4)

10.9(6)*
10.10(7)**
10.11(7)**

10.12(12)*

10.13(13)**

10.14(14)

10.16(15)**

INDEX TO EXHIBITS

Description

Amended and Restated Certlﬁcate of Incorporatron
Certificate of Amendment to the Amended and Restated Cemﬁcate of Incorporatron

Certificate of Designation, Preferences and Rights of the Terms of the Series D Preferred
Stock, as filed by SciClone Pharmaceuticals, Inc. w1th the Secretary of State of the State of
Delaware as of December 22, 2006

Amended and Restated Bylaws.

Rights Agreement, effective as of December 19, 2006, between the Company and Mellon «
Investor Services LLC, as rights agent (1nc1ud1ng as Exhibit A the form of Certificate of
Designation, Preferences and Rights of the Series D Preferred Stock, as Exhibit B the form of

* Right Certificate, and as Exhrbrt C the Summary of Terms of Rights' Agreement)

Registrant’s 1995 Equlty Incentlve Plan together with forms of agreement thereunder.

Registrant’s’ 1995 Nonemployee Drrector Stock Optlon Plan, together with forms of

agreement | thereunder

Registrant’s 2005 Equrty Incentlve Plan effective as of June. 7 2005, as amended on February
22, 2007

Regrstrant ] 2004 Outs1de Directors Stock Option Plan as: amended on June 7, 2005 and as

_ further amended on February 22, 2007

Form of Indemmty Agreement by and between the Reglstrant and each d1rector and executlve

. ofﬁcer of SmClone Pharmaceutrcals Inc

Alpha Rights Acqu1s1t10n Agreement by and between the Reglstrant and Alpha 1

~Biomedicals, Inc., dated December 17, 1997.

Acquisition Agreement between the Company and Sclavo S.pA. dated April 20, 1998

First Amendment to Acquisition Agreement between the Company and Sclavo S.p.A., dated-
April 20, 1998.

Manufacturing and Supply Agreement between SciClone Pharmaceuticals International Ltd.
and Patheon Italia S.p.A. dated as of November 1 2002 :

Employment Agreement between SciClone Pharmaceutlcals Inc. and Fnedhelm Blobel

" Ph.D. dated as of April 23; 2006 and effective as of June 2, 2006.-

Change in Control Agreement between 801CIone Pharmaceuticals, Inc. and Friedhelm Blobel,
Ph.D. dated as of April 23,2006 and effective as of June 2, 2006 ,

Manufacturing Supply Agreement Between Schlone Pharmaceutlcals Internatlonal Ltd. and
Lonza Sales Ltd., executed as of May 23, 2008. S

Employment Agreement between Sc1C10ne Pharmaceutlcals Inc and Gary Titus, dated as of
November 21, 2008 and effective as of December 8, 2008

Settlement Agreement between Sigma-Tau Fman21ar1a, S.p. A and Schlone Pharmaceuticals,
Inc. dated March 30, 2009. :

Amendment No. 1 to Change of Control Agreement between Dr. Friedhelm Blobel and

 SciClone Pharmaceuticals, Inc. dated April 7, 2009.
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Exhibit
Number

10.17(15)**
10.18(16)**

10.19(19)**
10.20(18)

10.21(17)** -

10.22(20)

10.23(20)*

10.24(20)**
10.25(20)**
10.26(20)**
10.27(26)**
10.28(20)**
10.29(20)**

10.30(21)

10.31(21)**

10.32Q21)%*

10.33(21)**

10.34Q21)%*

10.35(21)**

10.36(23)**

Deseription
Amendment No. 1 to Employment Agreement between Dr. Friedhelm Blobel and SciClone: -
Pharmaceuticals, Inc. dated Apnl 7, 2009

Change in Control Agreement between Mr Gary T1tus and SaClone Pharmaceutrcals Inc.
dated December 8, 2008. '

: 'Descnptlon of Executrve Incentive Plan.

Loan and Security Agreement by and among Schlone Pharmaceutlcals International Ltd.,
Sciclone Pharmaceuticals International China Holding Ltd., and Silicon Valley Bank, dated as
of October 1, 2010.

The SciClone Pharmaceuticals, Inc. Employee Stock Purchase Plan, as amended.

‘ Assignment and Purchase of Intellectual Property Rights Agreement by and among Edward

T. Wei, Cragmont Pharmaceuticals, L1.C, and certain Russian Inventors and Russian

" Companies and SciClone Pharmaceuticals, Inc., dated as of December 28, 2010.

'Amendment No. 1 to Manufactunng and Supply Agreement between Schlone Pharmaceuticals

International Ltd. and Lonza Sales Ltd., effective December 31, 2010:

Executive Severance Agreement between Gary Titus and Schlone Pharmaceutrcals Inc.
effective May 4, 2010. s

Executive Severance Agreement between Israel Rios, M.D. and SciClone Pharmaceuticals, Inc
effective May 4, 2010.: : :

Amendment No. 2 to Change of Control Agreement between Dr. Friedhelm Blobel and

- . SciClone Pharmaceuticals, Inc. effective May 4, 2010.

Amendment No. 2 to Employment Agreement between Dr. Friedhelm Blobel and SciClone
Pharmaceuticals, Inc. effective May 4, 2010.

Amendment No. 1 to Change of Control Agreement between Gary S. Titus and SciClone
Pharmaceuticals, Inc. effective July 9, 2010. ,

Amendment No. 1 to Change of Control Agreement between Israel Rios, M.D. and SciClone
Pharmaceuticals, Inc. effective July 9, 2010.

‘Share Purchase Agreement dated April 18, 2011 by and among SciClone Pharmaceuticals, Inc.,

SciClone Pharmaceuticals Hong Kong Limited, NovaMed Pharmaceuticals, Inc. and the listed
sellers represented by Mark Lotter.

A Change in Control Agreement effective April 18, 2011 by and between Mr. Mark Lotter and

801C10ne Pharmaceutrcals Hong Kong Limited.

Employment Agreement by and between Schlone Pharmaceutrcals Hong Kong Limited and
Mark Lotter, dated April 18, 2011.

' Secondment Contract between SciClone Pharmaceuucals Hong Kong errted and NovaMed

Pharmaceuticals (Shanghai) Co., Ltd. and Mark Lotter, dated April 18, 2011.

Director Services 'Agreement' between SciClone Pharmaceuticals International Ltd. and
Mr. Mark Lotter, dated April 18, 2011.

Director Services Agreement between NovaMed Pharmaceuticals, 'In!c_, and Mr. Mark ‘L'otter,
dated April 18, 2011.

' Form of Amendment to Change in Control Agreements between SciClone Pharmaceuticals, Inc.

and Executive Officers effective August 4, 2011.
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Exhibit . : ‘
Number ’ Description

14

'See “Code of Ethics” in Item 10: EXecutivé Officers and Diréqtérs, of this Annual Report on Form
10-K. ' '

21.1(24) Subsidiaries of Reglstrant

23.1(24) ~ Consent of Independent Reglstered Pubhc Accountmg Firm.

24.124) Power of Attorney. See page 96.

31.124) Rule 13a-14(a) Certification of Pnncif:é] Executive Officer.
31.2(24) Rule 13a-14(a) Certification of Principal Financial Officer. |
32.1(24)  Section 1350 Certification of Principal Executive Officer.
32.2(24) Section 1350 Certification of Prmc1pa1 F1nanc1al Officer.

101%** ‘The following materials from Reglstrant s Annual Report on Form 10- K for the year ended
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December 31, 2011, formatted in Extensible Business Reporting Language (XBRL) includes: i)
Consolidated Balance Sheets at December 31, 2011 and 2010, (ii) Consolidated Statements of
Income for the years ended December 31, 2011, 2010, and 2009, (iii) Consolidated Statements of
Shareholders’ Equity for the years ended December 31, 2011, 2010 and 2009, (iv) Consolidated
Statements of Cash Flows for the years ended December 2011, 2010, and 2009 and (v) Notes to the
Consolidated Financial Statements.

Certain information in this exhibit has been omitted and filed separately with the Securities and Exchange
Commission pursuant to a confidential treatment request under 17 C.F.R. Sections 200.80(b)(4), 200.83
and 230.46.

Management compensatory plan or arrangement.

XBRL information is furnished and not filed or a part of a registration statement or prospectus for purposes
of sections 11 or 12 of the Securities Exchange Act of 1933, as amended, is deemed not filed for purposes
of section 18 of the Securities Exchange Act of 1934, as amended, and otherwise is not subject to liability

" under these sections.

Incorporated by reference from the Company’s Current Report on Form 8-K filed on July 28, 2003.

Incorporated by reference from the Company’s Registration Statement on Form S-8 (No. 33-80911) filed
with the Commission on December 28, 1995.

Incorporated by reference from the Company’s Current Report on Form 8-K filed on January 26, 1998.

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q for the quarterly period
ended September 30, 1998.

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q for the quarterly period
ended September 30, 2003.

Incorporated by reference from the Company’s Annual Report on Form 10-K for the year ended
December 31, 2003.

Incorporated by reference from the Company’s Current Report on Form 8-K filed on April 25, 2006.

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q for the quarterly period
ended June 30, 2007 filed on August 8, 2007.

Incorporated by reference from the Company’s Current Report on Form 8-K filed on December 22, 2006.

(10) Incorporated by reference from the Company’s Current Report on Form 8-K filed on December 28, 2006.
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11
(12)

13)
(14)
(15)
(16)
17
(18)

(19)
(20)
@21
(22)
(23)

(24)

Incorporated by reference from the Company’s Current Report on Form 8-K filed on December 21, 2007, '

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q for the quarterly period
ended June 30, 2008 filed on August 1, 2008. '

Incorporated by reference from the Company’s Current Report on Form 8 K filed on December 4, 2008.
Incorporated by reference from the Company’s Current Report on Form 8 K filed on Aprrl 1, 20009.
Incorporated by reference from the Company’s Current Report on Form 8 K filed on Apnl 8, 2009
Incorporated by reference from the Company s Quarterly Report on Form 10- Q ﬁled on May 11, 2009.
Incorporated by reference from the Company’s Quarterly Report on Form 10-Q ﬁled on August 9, 2010.

Incorporated by reference from the Company’s Quarterly Report on Form 10-Q ﬁled on November 8,
2010.

Incorporated by reference from the Company’s Annual Report on Form 10K filed on March 16, 2010.
Ineorporated by re'fer’errce from the Company’s"' Annual Report on Form 10-K filed on March 31, 2011.
Incorporated by reference from the Company’s Quarterly Report on Form 10-Q filed on May 10, 2011.
Ineorporated by reference from the Company’s Current Report on Form 8-K filed on July 6, 2011.

Incorporated by reference from the Company’s Quarterly Report on Form 10- Q ﬁled on November 9,
2011. o

.Filed herewith..

100



[THIS PAGE INTENTIONALLY LEFT BLANK]



[THIS PAGE INTENTIONALLY LEFT BLANK]



